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GENERAL Hollow Principles and Concrete Strategy 

Why was it that China pursued an unsteady. vacilating 

Implications of Gulf War Diplomacy policy in the present Middle Last afleur. a policy that was 


vic W0t004 Hone Aone MING PAO VURH AKAN 
IMING PHO MONTHLY] in Chinese No 404) Apr 9! 
pp 22-28 


[Article by Ting Kuo (0002 2654) “The Middle East 
War and Chinese Diplomacy] 


[Excerpt] [passage omitted) Before the large battle 
started people t t China's Middle East policy 
deserved highest marks, because i took into consider: 
ation the interests of every one of the participating 
countries With regard to the United States, China voted 
in favor of ti utions at the United Nations (namely. 
those demanding Iraq's unconditional withdrawal from 
Kuwait) and abstained from voting on the | 2th resolu- 
thon (to allow the use of military force against Iraq) In 
exchange. China's benefit was that Bush received Quan 
Qichen (thereby breaking down the restriction imposed 
by the West on contacts by their high-ranking officials 
with China) and it also facilitated the initial resolution of 
certain domestic political problems (such as passing 
sentences mm cases from the 4 June incident) with the 
least possible foreign pressure from abroad 


\t the same time. China objected over and over again to 
the use of military force in the Iraq-Kuwant conflict, and 
im thes way preserved its connection with Iraq After 
hostilities had broken out, China observed all along a 
cautious attitude of opposition, continuously calling for 
a cease-fire. Later, in the last peace talk between Gor- 
baches and Iraq's Foreign Minister Aziz, China again 
with all its strength supported mediation by the Soviet 
| nion. although the peace proposal itself was in conflict 
with the | 1th resolution of the United Nations (which 
(hina too had voted for affirmatively) 


Thes contradictory diplomacy of China may be said to 
sul be an extension of diplomatic thinking of the cold 
war era. We may also say that, if the situation would 
have remained deadlocked as a tense situation of neither 
war nor peace. China would have continued to benefit 
from om diplomatic as well as coonomic respects. 
because both sides of the affair wanted to draw China to 
thew side China 1s a large country, it 1s one of the five 
standing members of the Security Council with veto 
power 


However. the situavion came to an end unexpectedly 
with the victory of the United States. In an instant all the 
advantages that China had gained from its Middle East 
policy had completely vanished, and people immediately 
forgot about the role that China had played. China had 
lost the opportunity to appear in a certain leading 
position in the post-cold war building of the new inter- 
national order. and 1s a)so not in a position to profit from 
the economic reconstruction of Iraq and Kuwait China 
has thes tome flunked with its Middle East policy 


blurred and indistingt” Tt was because a hind of inertia in 
diplomatic thinking. an unchangeableness in the face of 
myriad changes. had for a long time occupied dominant 
position in China The two principles that China would 
hot change in its diplomacy are |) China is a developing 
country (and therefore must stand together with the 
developing countries), and 2) the five principles of 
peaceful coexistence (the omnipotent charm to resolve 
all international disputes) 


We must admit that the five principles of peaceful 
coexistence indeed represent very lofty theoretical 
thinking and are also the peoples ideal of future inter: 
national relations 


During the cold war period. when the United States and 
the Soviet Union vied for world hegemony, China and 
its defensive posture. upholding these two principles. 
was highly acclaimed by all the countries of the world 
because, at that time. protecting the diplomatic indepen- 
dence of the developing countries and protecting world 
peace was mainly a maticr of hoping for and actually 
restraining the cxapansion and the arms race of the 
United States and the Soviet Union However, after the 
cold war. many different structural phenomena appeared 
on the international scene. and there was a relative 
decline of US. and Soviet power, while the nmght of 
China. Europe. and Japan to be heard in global diplo- 
matic affairs grew correspondingly stronger The hollow 
principles which used to be stubbornly emphasized once 
upon a time had become powerless to resolve problems 
In many international affairs 1 1s necessary for the main 
countries to pursue clear strategies and tactics. For 
instance. when Iraq occupied Kuwant a mere loud 
enunciation to Husayn of the five principles of peaceful 
coexistence would not have induced him to withdrawn 
his troops. not in five and not im 10 vears 


When the sudden cruption of this affair demanded that 
China. Europe. and Japan come forward with their own 
methods of solving the problem. they were all at a loss 
what to do. because they had not yet struggled free from 
the custom of rehance on power to solve imternational 
disputes. As to China. it was only after land fighting had 
become inevitable that it proposed a five-stage solution 
at a closed session of the Security Council, But since ut 
had neither persuasive power nor feasibility. the plan did 
not accomplish anything 


Under these circumstances. the United States could 
implement its global strategy unimpededly US strategy 
had a clear objective and also a commensurate power of 
accomplishment More important. |S. strategy was 
closely linked to national interests (comprising political 
as well as economic interests) Judging by the outcome of 
the Middle East war. the United States gained the 
glorious distinction of having safeguarded moral recti- 
tude. and it also gained the largest share of real benefits 
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lis principles and concrete strategy were most perfectly 
integrated in point of benefits 


The Way Out for China's Diplomacy 


If China wants to play its part on the world stage of the 
future, it Must create an entire independent strategy 
scheme that conforms to the great varnety of world 
affairs. This strategy must rely on an integration of 
long-range principles and clear short-range methods that 
are effective in solving problems, and it must, further- 
more, make it possible. through implementation of this 
strategy. to achieve in a fait and rational way the utmost 
of national benefits In this sense, the establishment of a 
“National Strategy Research Center” by Communist 
China's State Council is of greatest significance. because 
the study of the science of strategy is a complesn and 
comprehensive proyect which requires the mobilization 
of forces in all quarters 


lt must be pointed out here that if China's diplomacy is 
truly intent on venturing into the wide world, it will not 
only be necessary to change old ways of thinking in the 
science of strategy. but traditional ways of thinking ina 
series of other issues, such as, for ins'ance, in the 
worldwide question of human rights, will also have to 
undergo changes. so as to conform with the new trends in 
the world, and the new trend that guides the world must 
also be the direction for China's diplomacy to follow 


UNITED STATES 


Analysis of LS. Postwar Position 


¥/C WOI904 Hone Aone TANGT Al 
ICONTEMPORARY) in Chinese No 68 2 Mar 9! 


pp 9-10 


{Article by Niu Tu (3662 3685): “After the Gulf War, the 
New World Order Will Be Even More Restless and 
Turbulent’ ] 


[Text] After the clouds of the cold war had dissipated 
the question of how to prevent regional armed conflicts 
became a conspicuous problem This was a major reason 
why men of good will supported the multinational force 
headed by the United States to chastise Iraq's aggression 
according to the resolutions of the United Nations 
People hoped that punitive action by the multinational 
force would have the effect of serving as an example that 
will warn others. so that any potential aggressor will not 
dare to take rash action, and so that on termination of 
the tense confrontation during the cold war pernod. a 
new world order will be established. one that will guar- 
antee peace and stability in the international environ- 
ment. The U.S. Government has made this kind of a 
promise to all the world President Bush has said that he 
looks forward to the emergence of a new world order 
That all international conduct shall be guided by legal 
norms, and that the United Nations will play a more 
important role in the maintenance of world peace Is i 
possible that the Grulf war will indeed bring a new world 
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order of peace and stability” In my judgment, people 
would be advised to maintain a cautious attitude, and 
this for the following reasons 


! of the United States To Continue as the 
“World's Policeman” 

A well-established society requires an exemplary police 
force to maintain order Since the international commu- 
nity contains lawless elements. such as Iraq's President 
Husayn, men who will resort to force to bully those that 
are too Weak to resist, there seems indeed a need to have 
a ‘public-spirited” strong country to act as the “world's 
pohceman.” During the cold war era, the two super- 
powers, the United States and the Soviet Union, were 
evenly matched, each dominating one sector (each 
having its separate sphere of influence), and neither 
would dare provoke the other The United States was 
intent on acting as the “world's policeman,” but did not 
have the capability to really do so Conditions have 
changed now The Soviet Union, once so insufferably 
arrogant, has suddenly withdrawn from the competition 
for world hegemony, which lvaves the United States the 
only superpower in the world The foolhardy venture of 
lraq’s President Husa: 9 has made the United States act 
this tome as the “world’s policeman.” However, whether 
the United States can continue acting as the “world’s 
policeman” will depend on some of the following condi- 


trons 


Opposition by the American People 


First of all, there will be opposition from the American 
people 'n a democratic country. the powers of the leader 
at the head of the state are restricted. The opinion of the 
majority will in the end be the decisive influence The 
American people will not lightly allow their government 
to intervene in international conflicts which do not 
involve important US. interests. This time, after the 
Gulf crisis arose. it required a tremendous effort aby 
President Bush and his aides to persuade a majority of 
the American people and the Congress Judging from 
historical expenences, the American people get weary of 
fighting as soon as a conflict drags on without evident 
results. or when casualties become extremely heavy 

Government is then frequently forced to hastily con- 
clude the conflict. The Korean war and the Vietnam war 
are relevant cxamples 


Ready Inclination of the United States To Turn 
Isolationist 


Second, duc to geographical and historical reasons. 1s0- 
lationism is deeply and firmly rooted in the United 
States. After conclusion of every foreign war. there 1s a 
resurgence of US. 1solationism, and this time may not be 
an exception People cannot possibly imagine that soon 
after conclusion of the present Gulf war, the United 
States could again fight a war to pull someone else's 
chestnuts out of the fire Mary Americans are opposed to 
the government's reason for intervening in the present 
Gulf crisis. since U.S. rehance on Gulf oi! was far less 
than Germany's and Japan's. why then expend the blood 
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of young Americans to ensure other people's oil supply” 
Moreover, can the United States, economically, main- 
(ain its position of a great, militarily powerful country” 
In the present world situation, the military power of the 
United States ts second to none, this is an undisputable 
fact, but the US. economy is not what it used to be. The 
United States has already declined from an economically 
strong country, first in the world in manufacturing. 
trade, capital exports, and gold reserves, to a country 
whose competitiveness is fast deteriorating, a country 
with a huge trade deficit, a country that 1s economically 
sick with its frightening financial deficits, and a country 
that has recently become the world’s largest debtor 
nation. In the present Gulf war, it was the United States 
that expended manpower and armament. while Japan. 
Germany. Kuwait, and Saudi Arabia gave money The 
formidable US) military forces almost assumed the 
nature of a mercenary army for other countries which 
supplied soldiers’ pay and provisions A country withou: 
the backing of enormous economic strength cannot long 
maintain itself as a great. militarily powerful country 
Now that the LS. economy has sunk to this wretched 
position, it is. of course, a big question whether the 
United States can maintain its position of a great, 
militarily powerful country, as would be required if it 
were it to act as the “world’s policeman ” 


The Coalition of Western Countries Cannot Be 
Sustained 


In the process of dealing with the present Gulf crisis, it 
became evident that the coalition of the major Western 
countries has been of critical importance 


The diplomatic activities by the US. Government at the 
start of the Gulf crisis had been remarkably effective in 
bringing this coalition about, and these efforts indeed 
command everyone's admiration. However. the differ- 
ences between the United States and the other Western 
countnes also became very evident France did not 
abandon its attempts to bring about a peaceful solution 
of the Gulf crisis right up to the last day before the 
outbreak of hostilities. At the height of the fighting. the 
French defense minister resigned in anger because he 
was dissatisfied with the strategy of the multinational 
force Germany maintained a lukewarm attitude toward 
the US. standpoint, and only when 1 felt 11 could stall no 
longer did it contribute some money to perfunctorily 
meet the situation When President Bush informed 
German Prime Minister Kohl on 16 January of the start 
of operations, Kohl in a rage slammed down the receiver 
(see INTERNATIONAL HERALD TRIBUNE of 31 
January 1991). Italy's support of the United States 
during the whole duration of the Gulf crisis has been 
half-hearted. Only Britain with its “special relations” 
with the United States could still be called a “true 
frend.” as it stood completely and unambiguously at the 
side of the United States. However, in the long run, i 
will be impossible for Britain to forsake its nearby 
European partners just across the Channel! for Uncle 
Sam far away on the other side of the Atlantic On most 
important international questions. Britain's standpoint 
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will in the end come close to that of its European 
partners, and not closer to that of the United States 
Japan. because of the rectrictions of its postwar peace 
constitution and the opposition among its people, could 
also only come up with a monetary contribution, just like 
CGrermany 


Internal ( ontradictions Within the Western Camp Will 
Grow More Acute 

After cessation of hostilities in the Gulf war, the differ: 
ences of opinions and contradictions between the United 
States and the other Western countries on major inter: 
national questions are bound to become much more 
acute Now that the cold war had ended and the military 
threat from the Soviet Union has greatly abated, the 
various Western countries will pay much more attention 
to their own particular interests. The United States, 
faced with its domestic economic difficulties, will largely 
eliminate its military forces stationed in Europe and 
Asia. and will then also ask Western Europe and Japan to 
make larger concessions to the United States in eco- 
nomic issues. As soon as Western Europe and Japan 
reduce the extent of their military rehance on the United 
States, they will, of course, see no further need to be 
“accommodating” to the United States. In this scenario, 
relationships among the major Western powers will 
unavoidably slacken A comparison of the strength of the 
world powers shows that a new world order that 1s not 
based on the coalition of the major Western countnes ts 
not stable People realized in the present Gulf crisis that 
the strength of some militarily strong countnes of the 
Third World has already advanced to such a stage that it 
could be restrained only by the collective strength of the 
major Western countries 


The Role of the United Nations Must Not Be Assessed 
Too High 


When the United Nations organization was established, 
its supreme purpose was to maintain world peace. 
Whether the United Nations can adopt compulsory 
measures to maintain peace depends. according to its 
statutes. completely on unanimity of the five permanent 
members of the Security Council, who have veto power 
For a very long time after the war. sharp differences of 
opimon and contradictions between East and West, 
between Chira and the Soviet Union, and between 
China and the United States prevented unanimity of 
views on mayor international issues between the five 
countnes who are permanent members of the Council. 
As a result. the United Nations became something like 
an “idle debating club.” whose record of preserving 
world peace was deplorable For instance. when the 
Soviet Union invaded Czechoslovakia in 1968 and 
invaded Afghanistan in 1979, the United Nations was 
unable to do anything about i 


The Exceptional Case of Soviet Support for the United 


After the outbreak of the Gulf crisis, the unprecedented 
event occurred that for the first time all five permanent 
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members of the Security Council adopied a basically 
uniform standpoint on a major international issue and 
passed important resolutions, condemning Iraq's ageres- 
sion, UMposing economic sanctions, and finally autho: 
rizing the multinational force, headed by the United 
States, to use military force against Iraq. The main factor 
in the background of this new situation was the change in 
the foreign policies of China and the Soviet Union. The 
Chinese Government saw in the present Gulf crisis an 
excellent opportunity to improve its international image 
after the 4 June incident, to achieve the lifting of 
economic sanctions which the West had imposed on 
China, and to mitigate Western criticism of the human 
rights problem within China. It 1s for these reasons that 
China made its limited concessions to the United States 
As for the Soviet Union, it was, on the one hand, that 
former Foreign Minister Shevardnadze, in implementing 
Gorbachev's “New Thought,” changed the Soviet Gov- 
ernment’s past mistaken foreign policy, and, on the other 
hand, that the Soviet Union, under the shadow of a 
“hunger winter.” hoped for economic assistance from 
the West 


Unity of the Five Powers Can Hardly Be Maintained 


Whether the five permanent members of the Security 
Counci! will be able, after the conclusion of the Gulf 
crisis, to maintain basic uniformity of standpoints on 
major international issues 1s a great question. The Chi- 
nese Government, after achieving the above-mentioned 
purposes. 1s bound to return to its widely proclaimed 
track of a “foreign policy of independence and sell- 
determination,” and differences with the other perma- 
nent members of the Security Council will in future 
again be determined by the Chinese representative at 
voting time. The important changes in the domestic 
polities of the Soviet Union and the resignation of 
former Foreign Minister Shevardnadze are having their 
impact on Soviet foreign policy. On his recent visit to the 
\nited States, newly appointed Foreign Minister 
Aleksandr Bessmertnykh urged the United States not to 
“destroy” Iraq and to “incline toward a solution of the 
Gulf crises within the Arab world.” This indicates that 
the Soviet Union 1s already withdrawing from its former 
standpoint of close cooperation with the United States 
With the resurgence of conservative forces in the Soviet 
Umon, there will be no decline, but rather an increase in 
differences of opimions on major international issucs 
between the Soviet Union and the Western countries 


Increasing Restlessness in the World 


To sum up, if people think that, with the resolution of 
the Gulf crisis, 1 will be possible to immediately accom. 
plish setting up the new world order of peace and 
stability, the prospects for such to happen are dim. After 
the Gulf war, people will face a world that, on the 
contrary. may be more restless and turbulent than the 
cold war era had been. This is so because in the East- 
West confrontation of the cold war era, regional contra- 
dictions and conflicts had been to varying degrees the 
result of East-West relations. But the two superpowers 
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contending with each other for world hegemony each 
had a stockpile of nuclear weapons sufficient to destroy 
all of humanity several times over. In order to avoid that 
regional military conflicts might lead to full-scale nuclear 
war, with results that are too dreadful to contemplate. 
the two superpowers, the United States and the Soviet 
Union, while each striving for world hegemony, also 
were most careful to prevent that powerful regional 
countries within their spheres of influence would 
“exceed the bounds of permissible behavior” Now 
however, the Soviet Union has suddenly lost its power to 
restrain its former “allies” (such as Iraq). The United 
States too is considerably weaker in its capability to 
control its allies. In this situation, some powerful 
regional country could be suddenly inclined to use mil- 
itary force to achieve political, economic, or ideological 
objectives. The difference between today and the cold 
war era is that the possibility that regional military 
conflicts could touch off full-scale nuclear war, which 
could destroy all of humanity, has greatly declined. This 
may perhaps also be counted as progress of historical 
significance 


NEAR EAST/SOUTH ASIA 


Impact of Gulf War on Arab World 


VIC M0892 4 Shanghai GUOI] ZHANWANG [WORLD 
OUTLOOK in Chinese No 173, 23 Feb 91 pp $6 


[Article by Wang Lianzhi (3769 6647 1807): “Impact of 
the Gult Crisis and Gulf War on the Arab World”) 


[Text] The Gulf crisis has already turned into a Gulf war 
Suffering the most serious damage are of course the Arab 
States and people. while it ts absolutely impossible to 
estimate the impact that the crisis itself will have on the 
Arab world 


Crisis Caused Split in the Arab World 


The Gault crisis has finally revealed to the general public 
the differences that exist in the Arab world. Because of 
different interest relations and different points of depar- 
ture. huge differences between the Arab states have 
become evident at the start of the crisis 


Among the Arab states that condemned Iraq's aggression 
against Kuwant, Egypt exhibited extreme sensitivity with 
regard to Iraq's “establishment of the dangerous prece- 
dent of one Arab state overthrowing another Arab state 
by military force.” It was especially the fact that Iraq's 
military might had become inflated during the Iran-Iraq 
war to an unassailable dimension that also threatened 
Egypt's position in the Arab world. Synan relations with 
Iraq had been bad for many vears and deep hatred had 
accumulated there. As to the Kingdom of Morocco. 
though far away from Iraq, radical Iraq had often 
declared its opposition to feudal Arab kingdoms. on the 
other hand. cordial frendship existed between King 
Hassan II, the emir of Kuwait, and the king of Saudi 
Arabia. As the six Gulf states that belong to the Gulf 
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Cooperation Council and are also linked in a mutual 
defense treaty, they felt the fall of Kuwait to forebode 


approaching danger 


Among the countries on the side of Iraq, the PLO, 
frustrated over the last few vears in its repeated efforts to 
achieve a political solution through negotiations, had its 
talks with the United States break down in June 1990 
Palestinians inside and outside of the occupied territo- 
ries now tend to assume a stiffer attitude toward the 
United States and Isracl, Many factions, therefore, 
regard radical Iraq as a new hope for the Palestinian 
cause. Libya's sentiments are irreconcilably antagonistic 
toward the United States. Jordan and Yemen are small 
and weak countries in straitened circumstances, also 


always begging Iraq for support 


Especially after 11 August of last year, Egypt. Morocco, 
and Syria sent military forces to Saudi Arabia, ostensibly 
to help Saudi Arabia defend itself against foreign aggres- 
sion, but these forces were incorporated into the multi- 
national force headed by the United States. Moreover, it 
is still an unknown factor whether these Arab contin- 
gents will be able to completely avoid coming to blows 
with Iraqi forces or fighting them off in defense in the 
course of future developments 


Setback for the Palestinian ( ause 


During the last few years, relaxation in East-West rela- 
tions not only did not bring peace to the Middle East, 
but, on the contrary. had the Middle East situation take 
a turn for the worse. In the problems of the Middle East, 
the United States adjusted its policy somewhat, but did 
not change its partiality for Israel's stand of not recog- 
nizing the nght of self-determination for the Palestin- 
ians. On the other side, the Soviet Union is yielding 
positions and drawing back everywhere in the Middle 
East, and has abandoned its former firm policy of a 
“strategic balance” between Syma and the other states 
and Israel, and has also cut back on its military assis- 
tance to the Arab states, especially the supply of 
advanced weapons. On the other hand, the Soviet Union 
and the countries of Eastern Europe vie with cach other 
in efforts to resume diplomatic and other relations with 
Israel, especially the Soviet Union, which. in order to 
obtain most-favored-nation privileges from the United 
States, has abolished restrictions on Jewish emigration to 
Israel. In 1990 alone, 200,000 persons emigrated to 
Israel, and, in the next five years, more than | million 
Soviet Jews will emigrate to Israel. This constitutes an 
unprecedented disaster for the Arabs and the Palestin- 
ians. 


The past policy of the Soviet Union and the East 
European countries of supporting and favoring the PLO 
has almost completely vanished. The Soviet Union, 
moreover, has pressured the PLO leadership to adopt a 
more concthatory attitude on the question of peace talks 
The PLO leadership is very much concerned about the 
fact that, in seeking a political solution during the last 
few years, it has paid a very high price but has very little 
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to show for ut. To maintain solidarity under these cir- 
cumstances, the PLO has shown a much stiffer attitude 
on a series of major issues. This 1s also one of the reasons 
for the PLO to express itself in favor of Iraq during the 
Gulf crisis 


However, this attitude of the PLO has been extremely 
vexing for Egypt, Saudi Arabia, and the Gulf states. and 
they have imposed sanctions against the PLO and cut all 
their assistance to the PLO. During the second half of 
last year alone, losses to the PLO, including bank 
deposits and property in Kuwait, and other income and 
foreign aid, were as high as $4 billion, overseas remit. 
tances declined by $1 billion. 


Iraq's President Saddam first started on |2 August to 
propose linkage of the Palestinian question to the Gulf 
crisis. This proposal raised the banner of support for the 
Palestinians cause, but actually was to serve as a shield 
for Iraq's aggression against Kuwait. In the international 
purview, his action not only did not help the Palestinian 
cause, but harmed the reputation of the PLO. which 
made it thereafter almost completely impossible for the 
PLO to get support from anyv here. 


The expansion of Saddam's wild ambition benefited 
Israel in no small measure Especially after Iraq shot 
eight missiles against Israe] with the intention of drag- 
ging Israel into the war, the Israch authorities main- 
tained an attitude of self-restraint in order not to create 
embarrassment for the United States. This brought 
about a substantial improvement in US -Israch relations 
and in relations between the West European countries 
and Israel. The European Community lifted sanctions it 
had imposed for Israel's suppression of the Palestimans. 
The United States and the West European countries one 
after the other provided economic and military aid to 
Israel. On the other hand, Israel's harsh suppressive 
measures in the occupied terntones were criticized only 
lightly and casually, and the extreme right wing in Israe! 
ran rampant. 


On 8 October last year, Israel perpetrated another mas- 
sacre at the Temple Mount in Jerusalem, where 2! 
Palestinians were killed and 150 wounded. This some- 
what improved the situation of the PLO and made the 
international community aware of the urgency to resolve 
the Palestinian question. The PLO seized the opportu- 
nity to criticize the United States for adopting a “double 
standard” in the Middle East, and gained much sym- 
pathy in the countries of Western Europe. On |4 January 
of this year, two highly placed personalities of the PLO 
were murdered in Tunis, which was another setback for 
the Pales inian cause. Because of the development of the 
Gulf crisis and its increasing intensity, the United States 
had already decided at an early date to solve the crisis by 
force of arms, and the Palestinian question was evidently 
relegated to low priority. With the Gulf war still in 
progress, the Palestinian question will hardly be plac! 
on the agenda of the day for quite some time. 
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Al present, the circumstances of the Palestinians in the 
occupied territories are even more deplorable and tragic 
Since |? January, the day of the outbreak of hostilities, 
Israel has enforced a strict curfew. The Palestinians are 
not permitted to leave home to go to work, and many 
have no more Money to buy food and are facing starva- 
tion, 38,000 students cannot attend school. Various 
economic losses suffered by the Palestinians amount to 
as much as $20 millon per week. Grief, indignation, and 
despair are spreading among the Palestinians 


Efforts To Protect Arab Interests 


Although the Gulf crisis has brought about a split in the 
Arab world, a certain unanimity has also developed in 
the course of events, namely a general consensus that 
Iraq must evacuate Kuwait, and that it must not be 
allowed to destroy Kuwait, having the status of a regular 
member of the Arab League. After outbreak of the Gulf 
war, the Arab countries have again displayed a further 
common understanding. namely anxiety about and 
opposition to a widening and escalation of the conflict, 
and also the hope for an earhest possible cease-fire 


Egypt has been most vehemently opposed to Iraq's 
invasion of Kuwant and has stationed 36,000 troops in 
Saudi Arabia, but Egypt has not yet participated in the 
fighting. Mubarak has indicated that Egypt “hopes Arabs 
will not kill Arabs.” He also expressed the opinion that 
the use of military force by the multinational forces to 
topp! the Iraqi regime “would exceed the scope of UN 
author cation.” Recently, Egypt also warned Wash- 
ington that the Gulf war must be over before the middle 
of March, when the Islamic holy month of Ramadan 
begins, also that there must not be a complete destruc- 
tion of Iraq, as anything else would have unfavorable 
consequences for the multinational forces. U.S. experts 
on the Middle East said that this war is assuming more 
and more the following aspect: This 1s a conflict between 
Western impenalism, which attempts to force its will on 
this region, and a strong Arab leader, who refuses to 
surrender. Since the Arab countnes hate foreign rule. 
experienced by them for a few hundred years in their 
past, they instinctively take their stand at the side of a 
leader of this region who tries to oppose this kind of a 
rule 


Although Syna has publicly criticized Saddam—it has 
had bad relations with Iraq for many years—for being 
responsible for the suffering of Iraq and the Arab world. 
the Synan Government on § February indicated that it 1s 
giving increasing attention to the development of the 
Gulf war and its purpose to destroy Iraq's economic and 
military might, and also to the military assistance ren- 
dered by the United States and West European countries 
to Israel. The Syrian government also warned Israc! and 
certain “big powers of the world” not to use the Gulf 
situation as a pretext to threaten the security of the 
region and of Arab countries 
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Prime Minister Badran of Jordan pointed out on § 
February that it was the “great powers” participating in 
the Gulf war by adopting “destruction of Iraq's might” 
as their objective, who have thereby alone closed the gate 
to peaceful efforts 


Although the Gull war started because of Iraq's invasion 
of Kuwait, which induced the United States to carry out 
the deployment of large forces in the Gulf region, it us the 
continuation of a fierce contest that has gone on for 
many vears between different forces in the Middle East. 
The war ts the extension of struggles caused by a variety 
of contradictions, and it will also induce developments 
and changes in the overall setup throughout the world. In 
whatever form the present war is concluded, it will have 
& major impact on the development of the overall 
situation in the Middle East. 


First of all, the Arab world will be further divided in its 
organizational composition. The present Gulf crisis has 
brought about an alhance of Egypt, Syria, Saudi Arabia, 
and other Gulf states in opposition to Iraq's aggression. 
It seems that this alliance will endure. Especially in the 
postwar security system of the Gulf region, the Gulf 
countries need Egypt. Even if Iran maintains neutrality, 
the Gulf states will not relax their vigilance against that 
country 


Prior to the Gulf crisis, radical forces in the Arab world 
had grown distinctly stronger. During the present Gulf 
crisis and war, there has been an increasing anu-US. 
sentiment among the masses of the population, which 
additionally provided fertile soil for the activities of 
radical forces. It was especially the activities of the 
religious extremist forces which posed a difficult 
problem for the political stability in many countries. 
This situation inevitably placed restraints on leaders of 
those Arab countries that maintained close relations 
with the United States and even constituted an element 
of danger for them 


The Gulf war will exact further sacrifices from the 
United States. The United States, in the pose of a victor, 
1s of course intent on completely controlling the Gulf and 
even the Middle East region, to thereby realize a unified 
domain all for itself’ However, this intention runs 
counter to the orginal intentions of the Arab countries. 
If the United States thinks to stay on in the region and 
not leave it, 1 1s bound to arouse even stronger anti-US. 
feelings among the Arabs and throughout the Islamic 
world. At present, the European countries and Japan, in 
expressing ideas about the postwar Gulf region, have 
already made many statements that run counter to the 
views of the United States, especially on holding a 
Middle East peace conference and on resolving the 
Palestinian question. It will simply not be feasible for the 
United States to maintain its outmoded Middle East 
policy, that tries to stick to obsolete ideas and to preserve 
antiquated institutions 
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{Article by Zhang Lina (1728 7787 1226), Macroeco- 
nomic Equilibrium Control Problems Group: “Basic 
Thoughts About the Building of a Macroeconomic Equi- 
librium Control Framework.” China Economic System 
Reform Research Association Deputy Director Liao Jih 
(1675 1323 4539) is in charge of this topic, the specifics 
of which are in process of being studied. The present 
article 1s one line of thinking about this topic. ] 


[Text] Following the Third Plenary Session of the | ith 
Party Central Committee in the 1980's, the highly cen- 
tralized, rigid, and closed pattern in the history of 
China's socialist construction came to and end, and 
China entered a new period of reform and opening to the 
outside world. During the past 10 years, the people's 
standard of living has improved markedly, social wealth 
has increased remarkably. and a new socialist planned 
commodity economic system and operating mechanism 
have gradually taken shape. Tremendous accomplish- 
ments that attracted the attention of the whole world 
have been won in economic development and economic 
reform. Nevertheless, we must also realize that the tasks 
involved in really putting China's national economy ona 
path of sustained, steady, and coordinated development 
are still extremely daunting. Experiences both at home 
and abroad fully attest to the paramount problem in the 
attainment of sustained, long-term, and coordinated 
development of the national economy 1s whether proper- 
tionally balanced development ts macroeconomically 
possible. and whether timely. accurate, and effective 
macroeconomic control of the operation of the economy 
is possible. These are problems that must be solved in the 
development and reform of the country’s economy 
during the 1990's, and their solution ts also the key to the 
building of a distinctively Chinese brand of socialism in 
which planning and markets are organically combined. 
The present article attempts a preliminary exploration of 
the theoretical underpinnings and the basic framework 
for the building of a new macroeconomic equilibnum 
control system in China, as well as the steps to be taken 
in the transformation. 


1. Insights Gained From Historical Experience About 
Macroeconomic Equilibrium Control 


In today’s world, no matter whether they have a centrally 
planned economy. a market economy, a mixed economy. 
or any other kind of economy, all countnes have to 
maincain macroeconomic equilibmum and stability in 
the national economy, first of all, in order to realize 
stable and rapid growth of the national economy. In 
order to attain this goal. all governments employ eco- 
nomic, administrative, and legal methods for vigorous 
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intervention in and control of economic activity, China's 
historical experiences in the building of socialism during 
the past 40 years, and in economic reform during the 
past 10 years, fully attest to this point. During the past 40 
years, some beneficial experiences meriting diligent sum- 
marization have been gained in the country’s macroeco- 
nomic management. Not only have these experiences 
historically enabled the country’s economy to get out of 
predicaments, but they have also provided ideas that can 
be drawn upon in building a new macroeconomic equi- 
hbrium control system. These experiences are princi- 
pally as follows: 


All around balance has to be emphasized in the macro- 
economy as a whole. Ever since the 1950's, planning of 
the country’s fiscal and economic work has called for 
four balances, namely in fiscal revenues and expendi- 
tures, the scale of credit, the scale of construction, and 
market supply and demand. Historical experience dem- 
onstrates these four main balances to be mainstays in the 
overall balance of the country’s macroeconomy as a 
whole. In every historical period, whenever these four 
balances were adhered to and guaranteed, the national 
economy achieved overall equilibrium that made pos- 
sible proportionally stable and coordinated growth. 
Whenever these four balances were ignored or negated, 
the economy fluctuated or even got into a predicament. 


Leeway must be left in the planning of the national 
economy. This 1s a problem in planning of the economy 
that has policy overtones rather than a general work 
method. Most important in carrying out this policy ts 
maintenance of balance between the amount of national 
income distribution used and the amount produced. 
How can this balance be effected”? The only way is by 
arranging plan quotas so that the distribution of national 
income will be less than the amount produced. This 
method 1s seemingly unbalanced, but balance can be 
reached in implementation. This seemingly unbalanced 
yet balanced method whereby balanced economic 
growth 1s obtained during any given period 1s what ts 
meant by leeway. The reason is that the amount of 
national income produced limits the amount of natioral 
income for use. If the amount used ts greater than the 
amount produced, this is bound to create too great a 
distribution of national income, and if too great a 
distribution of national income continues, this 1s bound 
to occasion overall imbalance in the macroeconomy, and 
a decline in returns that produces an “economy of 
shortage.’ Therefore, only by putting leeway into plans 
for the distribution of national income can total demand 
be restrained, total supply increased, investment 
reduced, expenditures increased, returns improved. and 
the structure optimized for the formation of competitive 
buyers’ markets 


Emphasis on agriculture and soft-pedaling of heavy 
industry in the economic structure. In light of the coun- 
try’s circumstances, a policy that gives first place to 
agriculture and development of the rural economy, 
making agriculture the foundation in a change from the 
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prority development of heavy industry 1s entirely cor- 
rect. China 1s a large country in which only the priority 
development of agriculture can lay a foundation for the 
development of industry to provides the conditions 
needed for social, political, and economic stability. So 
long as planning of the important proportional relation- 
ship of stressing agriculture is done properly, with cor- 
rect handling of the correlation between accumulation 
and consumption, constant readjustments of the internal 
relationships in agriculture, industry, and other indus- 
tries, and steady readjustment and optimization of the 
industrial structure, it 1s possible to lay a fine foundation 
tor development of the national economy. 


Giving attention to use of the market mechanism even 
while carrying out central government plan regulation. 
Prior to reform and opening to the outside world, 
particularly during the recovery and First Five-Year 
Plan periods, the state both used and simulated the laws 
of value in the procurement of some agricultural by- 
products. As a matter of policy, it opened free markets 
within certain limits, and made award sales in pur- 
chasing certain agricultural by-products. It called for the 
organization of industnal goods production on the basis 
of market demand, and put into effect selective procure- 
ment policies for industnal consumer goods. Following 
reform and opening to the outside world, plan and the 
market were more closely linked; the role of the market 
mechanism became steadily stronger, the market system 
developed rather rapidly. and an operating mechanism 
for the socialist planned commodity economy gradually 
took shape. 


Making the most of two initiatives in economic manage- 
ment work. For the first 30 years following founding of 
the People’s Republic, the idea of “monopoly of major 
authority. and decentralization of minor authority” was 
put forward in economic management work in an effort 
to gain both centralization and flexibility in economic 
management work. With reform and opening to the 
outside world, attention was given in economic manage- 
ment work to making the most of the initiative of the 
central government and local governments, the state and 
enterprises. enterprises and staff members and workers. 
and the state and peasants. The central government 
controlled important economic activities having to do 
with the national economy and the people's livelihood 
such as national plan. investment, fiscal receipts and 
expenditures, the issuance of currency, the scale of 
credit, important matenals and commodities, and the 
overall level of prices. It gave local governments a certain 
amount of management authority, and it gave enter- 
prises a certain amount of administrative independence. 
It changed the “factory management law” with regard to 
economic activities, thereby enlivening the microecon- 
omy. In short. economic management 1s steadily devel- 
oping. changing. and improving with growth of the 
commodity economy and the market system. 


The abcve experiences fully demonstrate that macroeco- 
nomic equilibrium is the main problem in economic life. 
Only when operation of the macroeconomy reaches 
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equilibrium, and total supply is slightly larger than total 
demand can there be a stable and relaxed macroeco- 
nomic environment and good conditions for reform. The 
viewpoint that “fiscal deficits do no harm,” that “infla- 
tron is beneficial,” and use of both to stimulate economic 
growth is not in keeping with the country’s circum- 
stances. In particular, now that the country’s economic 
system reform and opening to the outside world has 
demolished the traditional, closed equilibmum, and 
shaped an open unbalanced system, if equilibrium in the 
macroeconomy) 1s to be attained, it 1s neither possible to 
continue the traditional form of regulation and control 
of a high degree of centralization at the central govern- 
ment level, nor 1s «t possible to copy blindly the methods 
of regulation and control of a free market economy 
Instead, it 1s necessary to build an equitable and effective 
macroeconomic regulation and control system that 
meets requirements of the socialist planned commodity 
economy, building an internal stabilizing and coord:- 
nating Mechanism that prevents intense cyclical eco- 
nomic fluctuations 


2. Theoretical Basis for Regulation and Control, and 
Basic Forms of Macroeconomic Equilibrium 


The theories on which macroeconomic equilibrium reg- 
ulation and control rest differ from one system to 
another. The theoretical foundations on which China's 
socialist macroeconomic equilibrium regulation and 
control system framework 1s built are several as follows: 


|. Preliminary stage of socialism theories and macroeco- 
nomic regulation and control. During the past 10 years 
of reform. a new understanding about problems during 
the socialism stage have been clearheadedly arnved at 
after summarizing and reflecting on the lessons of expe- 
rience gained in the practice of socialism during the 
previous 30 years in China. We clearly recogmize that 
China 1s currently in the preliminary stage of socialism. 
Since the level of development of productivity 1s rela- 
tively low. and the degree of commercialization and 
monetarization 1s very low at this stage, the task during 
this preliminary stage 1s vigorous development of a 
commodity economy to increase productivity. Doing 
this requires the building of a macroeconomic equihb- 
rium regulation and control system, and the steady 
augmentation and perfection of this system as the com- 
mercialization and monetanzation process gradually 
advances. Although China's macroeconomic regulation 
and control system 1s similar in some respects to that of 
developed Western countnes now and for the immediate 
future. it also has substantial differences. The most 
important of these are as follows: In the goals and 
methods of regulation and control, Western countries 
mostly set market goals, promarnly applying indirect 
economic methods. In effecting regulation and control, 
Western countnes rely on the market. China should 
depend primarily on the market. but owing to the 
lumitations of market development, it cannot completely 
effect regulation and contro! through the market. Nor 
can economic methods be completely and systematically 
used as means of effecting regulation and control 
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2. Socialist public ownership theory and macroeconomic 
regulation and control. Under the socialist public own- 
ership system, the means of production are owned by 
society, consequently, the equitable distribution of social 
benefits is required to satisfy to a fairly great extent 
society's material and cultural needs. This inherently 
vequires that socialism have a fairly high labor produc- 
tivity rate, and that « develop large scale socialized 
production. Socialist large scale production must be 
balanced throughout the macroeconomy as a whole, 
equilibrium achieved through effective regulation and 
control. However, for reasons such as system inequities, 
public ownership of the means of production does not 
necessarily lead to efficiency or assure economic equilid- 
num. The system of “eating out of a large common pot,” 
frequently prevents improvement of efficiency and bal- 
anced economic development. Therefore. the socialist 
system of ownership has to use a market mechanism 
These two inherently complement each other public 
ownership of the means of production both employs the 
market mechanism to augment its own power mecha- 
nism, and it also prevents the blindness and the alien- 
ation that the market mechanism brings. The market 
mechanism uses public ownership of the means of pro- 
duction to reguiate the direction of its own operation. 
and it also avoids having the principle of equitability 
become an obstacle to economic deveiopment and 
improvement of efficiency when the system 15 not 
working rationally. Therefore. the public ownership 
system and the market mechanism must and can work in 
combination, and only by building a macroeconomic 
regulation and control system can the two work together 
better at the macroeconomic and the microeconomic 
levels 


3. Socialist planned commodity economy theory and 
macroeconomic regulation and control The socialist 
planned commodity economy theory that the Third 
Plenum of the 12th Party Central Committee proposed 
spelled out the basic goals of economic system reform 
Plan is consciously based on and applies the laws of 
value and the relationship between supply and demand 
to promote and bring about the full development of a 
commodity economy. However, in order for the com- 
modity economy to achieve healthy development. there 
must be plan guidance. regulation, and necessary admin- 
istration and management. It 1s in accordance with this 
theory that macroeconomic regulation gives substance to 
the combination of plan and the market. Macroeco- 
nomic direction, and regulation and control of the econ- 
omy's operation enables economic development that 1s 
both consistent with the country’s overall! situation and 
long-range interests, and that also reflects value laws and 
market supply and demand requirements 


4. The economy's operating mechanism and macroeco- 
nomic regulation and control. The combination of a plan 
economy and market regulation is a plan commodity 
economic system operating mechanism Its specific man- 
ifestations and connotations are as follows Plan 1s 
market mechanism plan. the market 1s a plan-directed 
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market, operation of the economy follows the path of 
commodity economy operation, and the regulation 
mechanism 1s a combination of the vertical plan mech- 
anism and market mechanism. The point of intersection 
1s the laws of value and the law of supply and demand 
Accordingly, determinants of national economic macro- 
economic Management policy are as follows. Conscious 
and effective state control of all economic activity. and 
the application of plan decisions, the market mecha- 
nism. economic policies, economic levers, economic 
information as well as pertinent laws, and auditing The 
macroeconomy, the market, and enterprises are coord:- 
nated, balance, regulation, and control effected area by 
area and level by level under national macroeconomic 
equilhbrium, regulation, and control, each economic 
entity acting indepe ardently in the market in accordance 
with national macroeconomic regulation and control 
principles. 


In hght of the above basic theory, the basic mode! for 
building China's macroeconomic equilibrium and regu- 
lation and contro! system should be as follows Govern- 
ment application of economic, administrative. and legal! 
Measures in energetic Mmacroregulation and contro! of 
economic activity to provide a stable relaxed market 
chmate. Concrete economic activities are to be con- 
ducted in the market. the market effecting regulation and 
control Government intervention should be prmmar!s 
through functioning of the market, the market gradually 
becoming an openly competitive market. This can organ- 
ically lank the macroeconomic and the microeconomic, 
plan and market for the unification of equitability and 
benefits. The specific form 1s sharing of authority. a 
sharing of responsibility, and level-by-level regulation 
and control under centralized central government regu- 
lation and control. With overall economic balance as its 
goal, the central government can proceed from control 
over total demand. It can use plan. government finance. 
and banking as main methods in close coordination to 
shape a regulation and control system at the central 
government level from a foundation of self-equilibrnum 
that 1s mutually balancing and mutually restricting. 
Restricted by central government regulation and control. 
the central government and local governments can share 
authorty and share responsibility for level-by-level man- 
agement and level-by-level assumption of responsibility 
for equilibrum, carrying out echelon-by-echelon regula. 
tion and contros. 


oe Se ee ee 
rium, and Regulation and Control System 


The macroeconomic equilibrium, and regulation and 
control system framework 1s made up of four compo- 
nents. namely the equilibrium system. the regulation and 
control system, the early warning system, and the orga- 
nizational system. The method used to effect macroeco- 
nomic control 1s the accounting system with a gradua! 
change from the currently used MPS (maternal quota 
balance) system to the SNA (value quota balance) 
system, combining the best of both. 
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| Macroeconomn equilibrium system Macroeconomin 
equilibrium is the base point for Mac roeconomn regula 
tion and control, The first requirement is overall macro: 
economic equilibrium H anticipated equilibrium cannot 
be attained, then macroeconomi regulation and control 
will have to be instituted frequently and by degrees Hy 
Macroeconomic equilibrium is Meant mostly the 
dynamic equilibrium of the three [sic] elements of struc. 
ture and areas in which overall equilibrium is the core 
This system is made up primarily of the policy system 
and the quota system 


The macroeconomic equilibrium policy system 


Equilibrium between total supply and total demand 
Total equilibrium | values differ from country to 
country In China, future total equilibrium should take 
moderate economic growth and distribution as the main 
goal values Economic growth is limited by agricultural 
growth, manpower resources, capital accumulation. the 
available of funds, and the capital output rate Estimates 
call for a GNP rate of increase over the neat 10 years of 
between about § and 6 percent Moderate economic 
growth to attain overall equilibrium is decided primarily 
by balance in the distribution of national income The 
distribution of national income should be slightly lower 
than the production of national income If GNP 
increases approximately 6 percent. total distribution 
should be set at § percent 


Equilibrium between national income distribution and 
accumulations and consumption The main task of mac- 
roeconomic regulation and control 1s control of total 
demand Imbalance between total supply and demand 1s 
primarily the result of too great a distribution of national 
income Too great a distribution of national income 
inevitably leads to the issuance of too much currency 
Therefore. control of total demand to effect a balance 
with total supply requires. first of all, control of the 
currency supply The amount of currency in circulation 
is determined by the economic growth rate. the price 
index. and the speed of currency circulation. Thus. for 
the neat 10 years. currency supply should increase gen- 
erally by approximately 13 percent: Simultaneous with 
control of aggregate demand, attention must also be 
given to control of the proportional relationship between 
accumulation and consumption in total demand In view 
of the country’s histoncal capenence and future devel- 
opment needs, the ratio of accumulation to consumption 
should gencrally be maintained at three to seven. the 
accumulation rate generally not exceeding W percent. 
about 25 p: cent being best 


Sensible increase in consumption demand ( onsump- 
tion on China today us divided into three main parts. 
namely peasant consumption and payments for labor 
services, city and town resident consumption and pay- 
ments for labor services. and social group consumption 
In view of the annual 5 percent increase in total distr- 
bution of national income, were these three parts to be 
planned properly. total consumption would increase by a 
general $ percent annually The principal source for 
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consumption im China today is wages, w the key to 
regulating and controlling the sensible growth of con 
sumption lies in how to control the fate of increase in 
wages and some nonwage Consumption income The rave 
of imerease if wages must be lower than the fate of 
increase in labor productivity. Income polices in 
Western countries mostly control hourly wages. and are 
augmented by tasation policies. In China today, how: 
ever. the direct control method of controlling the total 
wage bill is used, there is fo true embodiment of the 
principle of distribution according to labor Inasmuch as 
China does not now have labor markets, and since its 
price system is irrational, this direct method of control 
may move in the direction of wages levels set by indus: 
iries. and be supplemented by taxation to regulate the 
transition In addition a declaration and taxation con- 
trol system will have to be set up for nonwage income 


Sensible investment of accumulations. and effective allo: 
cation of production elements Accumulations derive 
from investment, accumulation funds being built up in 
three ways. namely from investment in fixed assets, 
investment of working capital, and accumulations from 
nonproductive sources (such as national defense and 
nonconsumption accumulations) The savings account 
growth rate controls total investment. generally 
speaking. increase in investment cannot ecrceed increase 
in savings China's investment in fixed assets should 
amount to approximately 25 percent of national income 
Working capital should depend on the increase in pro- 
duction and working capital in material form The ratio 
of working capital to working capital in material form in 
China in recent years was 13.1 in 1983 and 11.12 in 
1989 This demonstrates a very rapid increase in the 
amount of demand for working capital, and a slowing in 
the turnover of working capital (the insufficient amount 
of working capital also has a bearing) The supply of 
working capital should be based on the speed of turnover 
of funds and credit policy 


Equilibrium in fiscal receipts and capenditures. Equilib- 
rium in fiscal receipts and capenditures, and in credit 
assures equilibrium between total supply and demand. 
Given the country’s current circumstances, atlannment 
of equilibrium in fiscal receipts and capenditures 
requires that work be done in the following two regards. 
(1) Defining the action authority of governments at all 
levels to insure that action authority does not exceed 
financial authority The financial authority of the central 
government, in particular, must be consistent with its 
macroeconomic regulation and control function. Cur- 
rently the country’s financial revenues account for 19 
percent of national income Obviously such a percentage 
cannot ensure effective macroeconomic regulation and 
control Total financial revenues as a percentage of 
national income. and central government financial rev- 
enucs as a percentage of total financial income must be 
increased to a reasonable extent (2) Ensuring balance 
between government receipts and capenditures, and 
increasing the transparency of government financial 
matters at all levels requires that government at all levels 
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use double entry budgeting. maki pee budgets for 
current items and capital items as the diflerent nature of 


Sri finan —— — — requires 
it be found that government financial receipts 
* are out of balance, planning. govern: 
= . ahd banking institutions should jointly 
discuss and study the problem, borrowing internally and 
increasing taxation as means of solving the problem vo as 
to avoid @ supracconomic expansion of the currency 
* 


Equilibrium in the scale of credit. The key to credit 
equilibrium lies in proper control of the money supply. 
credit thereby being subordinate to the money supply 

Currency issuance cannot exceed the speed of economy 
growth An important way of effectively controtling the 
issuance of currency les in assuring the relative indepen. 

dence of the central bank, which cannot be under contro! 
of the Ministry of Finance or the “will of senor off). 
cials.” For some time to come, the control of the scale of 
credit may be continue to be applied to contro! the 
issuance of currency. Increase in the scale of credit 
should be lower than the speed of production. therety 
controlling currency, and promoting the circulation of 
funds The control of currency also entails the setting of 
a rational reserve rate, different reserve rates being set 
for different savings and different financial institutions 
to more effectively control the scale of credit 


Equilibrium between investment in fixed assets and 
goods and materials Balance in goods and materials is 
an important yo) for balance between total 
supply and total Lack of equilibrium in goods 
and materials can 0 the = between total 
when planning invest. 

and matcrials 
main means of 


iven to balance in amount of goods 
produced However. this fiust be consistent with 
the itude of value, it may not violate the laws of 
value Gate can 


of goods produced. 


Equilibrium between social commodity purchasing 
power and social commodity retail sales Equilibrium 
between social commodity purchasing power and com. 
modity sales is the greatest cxapression of aggregatc 
balance. Inflation is also reflected ultimately in this 
realm. During the first 30 years following liberation. the 
ratio between the amount of money in circulation and 
total retail sales was generally one to eight: After 10 cars 
of reform, it was around one to four in 1989. In order to 
maintain rough balance between currency purchasing 
power and the supply of commodities. and maintain 
economic stability. the rate of price 5 over the 
next 10 years must be held at between 3} and § percent 
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This will also create a fine climate for price reforms. In 
addition commodity purchasing power is spent on food, 
clothing, items used in daily life, fuel, and housing. Hf the 
percentage of purchasing power spent on food is small, 
this shows a fairly high level of economn development 
in 1955, China's Engels coefficient was 56 percent, food 
accounting for approximately hall During the past 10 
years. the percentage spent on food has declined 


Equilibrium between foreign exchange recespts and div: 
bursements The result of national forewgn trade active: 
ties 1s cApressed in the balance between international 
receipts and disbursements accounting The principle 
involved in achieving balance between international 
receipts and eapenditures is not to damage domestically 
balanced interim exports and introduce inflation from 
outside the country This principle requires maimtenance 
of rough balance between caports and imports, of 
exports shehtl) larger than exports In the use of 
exchange rates to settle imports and eaports, the Chinese 
People's Bank Main Office setting and readjustment of 
the overall exchange rate level to rationalize exchange 
rates helps advance equilibrium in the international 
balance of payments Floating exchange rates may be 
used under state Macroeconomn control 


The indicator system for macroeconomic equilibrium is 
formulated on the basis of various accounting indicator 
systems closely related to national economic activity It 
reflects in a comprehensive way the relationship between 
the aggregate amount of goods (including labor services) 
that the country has produced during a certain penod 
and currency payment requirements It uses the new 
national economy accounting system as a basis In this 
system there are 10 major indicators of balance as 
follows the balance between total supply and total 
demand. the industrial siructure alignment and balance. 
the balance between national income production and 
use the balance between sources and use of fixed asset 
investment funds the balance between the use and 
source of accumulation funds. the balance of total con- 
sumption. the balance of capital flow. the balance 
between the use and sources of principal commodity 
goods and materials. the balance of overall government 
financial credit funds and the international balance of 
payments (Table showing balance among the 10 major 
indicators omitted) 


2 Macroeconomi regulation and control system This 
consists primarily of the macroeconomi regulation and 
control goal system and policy methods The job of 
macroeconomic regulation and control is to divide up 
between central government departments concerned and 
local governments the overall balance policy indicators 
that the balance system calls for. cach of them imple- 
menting their portion. It is also to set up “cages” [sic: 
presumably means for removing inflationary currency 
from circulation] for the economic activity of central 
government departments and local governments. mon- 
itor them. and apply policy measures on the basis of 
monitoring results. regulating and controlling principal 
macroeconomic activity in a timely and appropriate 
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fashion The main entities in mMacfoeconomi fegulation 
and control are the central government and local govern: 
ments. the central government controlling The tof 
Macroeconomic control is the Market, government inter 
vening Macroeconomically in markets During the short: 
term ver, until such time as the limits of govern: 
ment activity are clearly defined, a lack of separation 
between government adminisifation and enterprise 
Management crists and markets are imperfectly devel: 
oped, local governments. as well as large mainstay enter: 
prises and entreprenural groups are the objects of mac: 
roeconomic fegulation and control 


The goals in setting up Macroeconomn regulation and 
control are the main tasks in Macroeconomic regulation 
and control The main goals of each country in macro: 
economic regulation and control differ at different 
periods of time China has seven main goals in macro: 
economic regulation and control during the 1990's First 
is 4 suitable economic growth rate. Over the neat 10 
years, the economic growth rate should be maintained 
around $ to 6 percent. with sight fluctuations between 
one year and another Second isa relatively low inflation 
rate For the first five years. the of currency control 
must change from the present M, to M, During the 
second five years. M. must be brought under control The 
inflation rate may not caceed § percent. and should best 
be no more than about \ percent Third 1s proper control 
over the overall scale of credit and the overall interest 
raic level So long as there 1s overall control, loan interest 
rates may fluctuate around the central bank standard 
interest rate or the rediscount rate Fourth is the toler- 
able fiscal deficit and subsidies The fiscal deficit may 
not exceed the fiscal budget by more than § percent: No 
longer can fiscal subsidies continue to increase year after 
year. they may fot crceed one-third of government 
disbursements Frith is a low rate of price rive Dun 
the 1990's. the overall price level must be held within | 
percent. some flexibility is to be permitted from year to 
year, but this figure may not be exceeded by more than 3 
percentage points Sixth 1s maintenance of a fairly good 
city and town employment rate In view of the country’s 
circumstances. the unemployment rate has to be main- 
tained at around $ percent Seventh «san overall balance 
of international payments Foreign trade exports should 
be slightly greater than imports to assure a balance of 
payments in foreign trade imports and caports The 
foreign exchange balance on hand during any given 
period should be slightly) larger than or equal to the 
foreign exchange balance on hand during the previous 
period in order to insure a balance of foreign exchange 
payments 


Macroeconomic regulation and contro! policy methods 
are to be flexible and ever changing. they may be 
amplified and perfected only through practice However 
under ordinary circumstances. policy measures of three 
kinds may be uscou as stated below 


Currency policy measures Currency policy is the most 
important measure for regulating and controlling overall 
balance the main goals of a country’s currency policy 
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may differ at any given time, however, generally 
speaking. there are three main goals of currency poli) 
10 stabilize prices. to Promote economn growth. and to 
bring about a balance of international payments The 
Most important goal is to protect the lity of the 
renminbi. This is done largely by the central bank's 
currency policy that regulates overall macroeconomy 
balance and the 4 tation of currency policies in 
fairly well dev and perfected financial markets At 
the present time, China is in process of carrying out 
changes in Macroeconomic regulation and contro! 
through currency policy Stumulating and de ng the 
economy depends mostly on the specialized banks oper- 


ating under the ion and control of central bank 
currency policy. the specialized banks lating the 
sale of credit on the basis of central bank loan inicres! 


rate (or rediscount rate) parameters The central banking 
system may use a branch bank system. setting up branch 
banks in large economic centers to exercise Macroeco: 
homic regulation and control over such economn cen: 
ters To achieve the goal of straightening out the banking 
system and setting currency policy. more will have to be 
done in the way of applying Neaible and effective regu- 
lation measures such as financial reserves. re-lending. 
and interest rates. actively fostering financial markets. 
developing multiple financial forms. and making full use 
of the role of finance in macroeconomic regulation and 
control In general. the ication of currency policies 
should be done in the ng ways When economn 
growth is too low and during periods of economn sump. 
the supply of currency be capanded as a means of 
lowering interest rates and stimulating total demand 
During periods of economic overheating and inflation. 
the amount of currency should be curtailed and interct 
rates raised to restrain overall demand Currency policy 
has certain limitations. various factors limit its applica: 
tion Use of this single ion and contro! policy 
alone will not suffice. U China's present circum. 
stances. in particular. the role of currency methods is 
limited. therefore. macroeconomic regulation and con- 
trol policies have to be used in a coordinated way 


Government taxation policy measures Government 
receipts and capenditures are of three kinds taxation 
investment of purchases for policy purposes and 
transfer payments They are fiscal policy alternatives 
and measures. and they have become parameters for 
regulating the level of market prices and the level of 
interest rates Taxation and transfer payments regulate 
the overall macroeconomic balance How does China use 
government tax revenue Macroeconomic regulation and 
control measures” First. 1 must use the regulatory, and 
control role of the national budget. do a good job of 
managing budgcted receipts and capenditures and reg. 
ulate the structure of budget capenditures to make the 
economic structure more rational At the same time. it 
cannot arbitrarily reduce revenues or increase capend- 
tures. Second, it makes use of the role of government 
subsidies and enterprise finances as levers making 
rational use of government subsidies to increase contro! 
and monitoring of enterprise finances Third 1s full use of 
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the regulatory fole of taxation. In a commodity 
economy. the relation between the central and local 
governments, the state and enterprises. and the state and 
consumers depends on the sale and coordination of 
revenues Therefore, making fullest use of the regulatory 
role of tax revenues requires a unified tax code, a 
rational division of taxing authority. a smplification of 
ithe tas system, and fair taxation to avoid and prevent 
reverse adjusiments [miaiang tiaaje 6627 0686 6148 
4644) of tax revenues Fourth is the strengthening of 
control and the channeling of extrabudgetary funds so 
that their use is consistent with macroeconomic devel: 


opment requirements 


How to make concrete use of fiscal revenue policy The 
general guidelines are as follows When the speed of 
economic growth is too low and during an economic 
slump. the government should increase ¢ tures and 
reduce taxes to stimulate an expansion of total demand 
During periods of overheating of economic development 
and inflation. the government should reduce eapendi- 
tures and increase taxes to restrain demand and elimi. 
nate inflation However, implementation of tax collec: 
tion policies also entails certain difficulties. and 
restraints from vanous interest groups Associated regu- 
lation and control is necessary. otherwise a “reverse 
adjustment” [nixiang tiaoje)] may ensuc 


Plan regulation and control measures Plan regulation 
and control is a form specific to and an essential char- 
acteristic of a socialist economy Market economies also 
need plan regulation China's plan mostly has to solve 
the balance between total social supply and demand and 
principal proportional relationships. as well as to set 
economic and social t goals. This is a con- 
centrated expression of the superiority of a plan 
economy) Plan regulation and control is realized through 
four means as follows (1) Plan decision making. which is 
macroeconomic planning of long-term economic devel- 
opment goals on the basis of actual examination of 
economic activity for the formulation of appropriate 
economic growth rates and attendant plans for quantita- 
tive balance (2) Economic policies. which are mostly the 
means whereby government uses economic Means to pul 
economic activity on the plan track. This includes indus- 
trial. technical work force. wage. fiscal, and price poli- 
cres. and making planning decision norms and figures a 
reality (3) Economic levers are a concrete expression of 
plan policy Economic levers include tax rates, interest 
rates. prices. the inflation rate. wages and the labor 
productivity rate, foreign exchange rates. and govern- 
ment subsidies Plan. policies. and levers are three parts 
of a single whole that are used in a comprehensive way 
They are the main means and substance of plan regula- 
tion (4) Economic information and economic laws and 
regulations augment implementation of the three pre- 
ceding measures 


In order to carry out plan regulation and control effec- 
Commission has to change 
plat balance only and not 


tively. the State Plann 
functions It has to look a 
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directly) administer investment [Ht should turn invest 
Ment over to af Organization such as 4 slate investment 
and development bank to raise money for use Thus it 
would truly become a comprehensive macroeconomn 
balancing organ in charge of coordinating the relation. 
ship among investment, fiscal mations. and finances 
However, to do this does not prevent the slate from 
having a certain direct, Macroeconomn regulation and 
control authority 


1 The early warning and monitoring system for macro: 
economic regulation and control An carly warning and 
Monitoring system must be built to make timely and 
accurate comprehensive judgments about the state of 
Macroeconomic operation, and to prevent the appear: 
ance in the economic operating process of events that 
depart from the normal track. of the occurrence of crives 
to provide scientific data for macroeconomic regulation 
and control. In 1987, the State Statistical Bureau began 
monitoring and analysis of macroeconomic activity Its 
principal monitoring criteria are as follows gros indus: 
trial output value. total commodity retail sales sales 
income of industrial enterprises within budget that are 
under ownership of the whole people net purchases of 
domestic CoOmModities, investment in capital construc: 
tion under ownership of the whole people. the amount of 
money in circulation, money in the narrow sense. indus- 
tral loan balance. bank wages and others payments to 
individuals. price indices for staff member and worker 
living expenses. prices of country fair consumer goods. 
and volume of transactions of the Ministry of Foreign 
Economic Relations and Trade These serve as basic 
eritena for monitoring macroeconomic activity and 
— Naturally. this quota system requires per- 
ton 


There are five overall warning areas in the carly warning 
system as follows “double red light areas” that show 
serious overheating of economic development that 
require the adoption of strong macroeconomic retrench- 
ment policies. “red light areas” that show that the 
economy is already overheated requiring moderate 
retrenchment policies. “yellow light areas.” which are 
warning areas that show instability in the operation of 
the economy that may become hot or stabilize in a short 
penod of time and for which macroeconomic regulation 
and control policies must be set as circumstances war- 
rant. “green light areas” that show economic growth to 
be moderate and fairly staple. and “bluc light areas” that 
show too low a speed of growth that ires the adop- 
tion of measures such as expansion of invesiment to 
stimulate economic growth 


4 The macroeconomic regulation and contro! organiza- 
tional system is made up of the macroeconomic deci- 
sion-making system. the planning coordination system. 
the monitoring and carly warning system. the informa- 
tion transmission and feedback system. and the admin- 
istrative supervision system On these five systems is 
erected a high level and powerful macroeconomic regu- 
lation and control operating system The establishment 
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of a state Macroeconomic fegulation and control organi: 
sation is recommended in which planning, government 
Hinancial, tas, Banking, assets control, price, materials. 
business. foreign trade, labor, auditing. statistics. and 
legal system units take part, with the holding of regular 
meetings to study and decide major problems in state 
macroeconomic regulation and control Local govern: 
ments May use this organization as a model for the 
building of their own individual local macroeconomic 
regulation and control organizational structure 


Step by Step of a Macroeconomic Regulation 
and ( -ntrol System and Making ( hanges in 
the Macroeconomic Mechaniom 


It is Necessary to establish a macroeconomic equilibrium 
regulation and control system framework and change the 
mechanim on the basis of the country’s circumstances 
and the continuity of the economic process Full prepa: 
rations must be made, and action taken by step 
First of all, people are accustomed to ways of obtaining 
benefits built up over a long period of time, means of 
gaining key elements and inputs, and means of relaying 
information in an establ system Any abrupt change 
in the system or mechanism resulting from incomplete 
preparation may interrupt the economic operation pro- 
cess Second, macroeconomic reform must go hand in 
hand with microeconomic reform and market develop: 
ment It can neither move ahead or lag behind. other. 
wise. regulation and control dislocations or reverse 
adjustments may ensue Third, macroeconomic regula- 
tron and control 1s itself a process of gradual perfection 
and a process in which people become familar with it. 
apply it. and master it Ifa new system replaces the old 
before conditions are mpe. internal turmoil may be 
created within the macroeconomic regulation and con- 
trol system Therefore, establishment of a macroeco- 
nomic regulation and control system cannot be accom- 
plished overnight: The climate and conditions that must 
be prepared to establish a macroeconomic regulation 
and control system are as follows. 


Separation of politics and economics, and separation of 
government administration from enterprise managc- 
ment to ensure the best interests of both producers and 
administrators. As the principal entity in macroeco- 
nomic regulation and control, government should first 
define its own behavior It has to separate government's 
macroeconomic management functions from its func. 
tron as custodian of property belonging to the whole 
people As the manager, the government cannot directly 
conduct investment or business activities. Investment 
activities should be turned over to a professional finan- 
cial institution to handle, and government should desig- 
nate a special organization to manage state asscts In 
carrying out the economic management functions mac- 
roeconomic regulation and control largely performs. 
only after government powers have been split up can 
government assure the energetic implementation of al! 
powers and effectively carry out macroeconomic regula- 
tron and control. Once the government's own functions 
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have been clearly defined, it must cut loose al! subordi 
hate enterprises, enabling them to have a true position as 
juridical persons operating independently with respons: 
bility for their own profits and lowes, the state indirectly 
Managing enterprives through market regulation and 
control, This is the only way to ensure that the enthu- 
siasm of all enterprises will be brought into play 


Make economin methods primary while making compre: 
hensive use of other regulation and control methods 
China's macroeconomic management has shifted away 
from balance in amounts of goods and materials to 
balance in the amount of value. therefore, the macroeco- 
homic regulation and control measures used must also 
use economin methods of regulation and control prima- 
rily Economic ulation and control measures are 
made up of a fairly complete policy system and eco- 
nomic levers system The policy system is largely the 
principal entity in terms of the country’s long-range 
economic policies Tt readjusts and controls the direction 
and goals of economic activities: The lever system 
applies price. taration. interest rate, exchange rate. and 
wage levers under guidance of macroeconomic regula- 
tion and control policies to ensure fulfillment of macro- 
economic regulation and control tasks In addition. it 
conducts direct control through necessary administra- 
tive means At the same time. it augments them with 
legal methods. combining both direct and indirect mac- 
roeconomic regulation and control measures In short. 
the particular stress of these various macroeconomic 
regulation and control measures differs Economic 
development plans are used on macroeconomically reg- 
ulated and controlled long-range goals. economic mea- 
sures are used mostly for periode and annual regulation. 
administrative means are used quite a bit for random 
regulation and control. and legal methods are use to 
formulate management regulations for functional 
departments and to ensure realization of social goals 
These various measures. although differing in emphasis. 
encompass matters of different natures in the implemen- 


tation process 


Clear-cut unity of responsibilities, authority. and bene- 
fits to ensure Mexibility and effectiveness in the macro- 
economic regulation and control system. failing to regu- 
late and control or reverse adjustment is not permitted 
First of all. the correlation among plan. government 
finance. and finance has to be straightened out. the full, 
coordinated role of plan brought into play. preparing 
plans that the availability of government finance and 
credit funds makes possible Planning units must pro- 
duce economic growth goals. and the treasury and banks 
must produce information about the actual availability 
of financial resources and funds to produce comprehen- 
sive plans Second 1s rebuilding of the national economic 
accounting system. the statistical indicator system. and 
the organizational system Even though present statistics 
about the magnitude of valuc and present accounting 
provide some valuc indicators. they cannot complcic!, 
reflect all the relationships in the operation of + 
national economy They are unable to meet ne 
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formulating Macroeconomie Balance and regulation and 
control, Therefore. the establishment and perfection of 
Magnitude of value statistical indicators and standard: 
ived accounting indicators for the entire national 
economy is fundamental to the building of a macroeco- 
nomic Fegulation and control system The building of an 
indicator system also entails the building of an attendant 
operable, estimative statistical model system At the 
same time, an attendant organizational system should be 
built that includes information feedback. auditing super: 
vision, and coordinated organizational mechaniwms to 
enable macro economic regulation and control to play a 
flexible. timely. unified, coordinated, and full role Unity 
of centralization and decentralization in the building of 
an echelon-by-echelon regulation and control system in 
which central government regulation and control is par: 
amount Central government regulation and control 
means regulation and control of macroeconomic equilib: 
rium Local government regulation and control must be 
subordinate to central government regulation and con- 
trol Local governments also need a certain amount of 
regulation and control authority The central govern- 
ment and local governments must make a rational divi- 
sion of labor and coordinate with each other completely 

Both central government and local government macro- 
economic regulation and control has to both control and 
serve microeconomic activities They must cause all 
production and operating units to have enthusiasm and 
Vitality. they must pay full attention to their economic 
returns, using returns as an inducement to make local 
government and enterprises’ prescribed returns patterns 
and long-range economic returns be consistent with 
requirements of macroeconomic regulation and control 
goals in the good handling of the benefit relationship 
among the state. local governments. and enterprises 


External conditions and step-by-step transitional mea- 
sures needed for macroeconomic regulation and control 


All central government departments to make a change 
from central government ministry contro! toward inte- 
gration. centralization. and coordination. breaking the 
existing pattern whereby of ministry control from top to 
bottom by all central government ministries This entails 
integrating the functions of all specialized units to effect 
coordination. control, management. guidance. and ser- 
vice throughout society as macroeconomic regulation 
and control requires. This will enable mutual equilib- 
rium among macroeconomic components in charge in all 
departments. and also enable enterprises truly to become 
principal market entities to promote the shaping of a 
unified socialist market 


Industrial management to take the place of the existing 
central government ministry control for a change im 
enterprises: management subordination Within further 
definition of enterprises property mghts and an equi- 
table sharing of returns with owners. state assets control 
units can further separate enterprise ownership authority 
from administrative and managerial authority thereby 
demolishing or breaking down central government min- 
istry direct management. regulation. and contro! of 


enterprises Enterprise management should be organized 
and carried out by industries Different hinds of indus: 
inal societies and craft trade unions can be organized for 
the socialization of enterprise Management. creating the 
conditions necessary for enterprises to compete as equals 
in Markets 


Formation of large entreprenural blocs for the purpose of 
establishing modern enterprise Management The insu: 
lation and separation of enterprise subordination to 
departments or local governments that is Not in keeping 
with the Management system needed for modern large 
scale production should be demolished Enterprises 
should found large enterprise blocs that cut across 
regional, ownership, industrial, and even national lines 
as socialized large scaled production requires. using 
these blocs to spur optimization of the country’s indus 
trial structure and development of its economy. thereby 
taking a road that is consistent with management of the 
country's modern enterprises 


The division of operating authority and tasks of local 
enterprises is such that local governments are respon- 
sible primarily for local agriculture and public utilities 
In matters pertaining to enterprise investment and local 
government investment in the expansion of reproduc: 
tion. the economic development corporation or the 
holding company are responsible. local state-owned 
assets control units clearly defining property mghts The 
government can have the holding company act as a 
shareholder. intervening when necessary in enterprises 
production operations. At the same time. various forms 
of investment such as share purchases. watered stock, 
and sole proprictorships can guide participation in eco: 
nomic activity In this way, funds may be gathered from 
a wide variety of sources for use as finance capital. the 
better to open up and manage local public utilities and 
economic construction. When making investment in the 
economy. central government and local government 
administrative departments alike must go through eco- 
r omic organs such as holding companies and economic 
development companies. They may not directly hook up 
with administrative departments to use administrative 
measures to carry oul such economic activities 


Destruction of the separation between higher and lower 
echelons. setting up two-tiered economic region organ:- 
zations where conditions permit Central government 
regulation and control agencies may be set up in the Zhu 
Jiang Basin. the Chang Jiang Basin. the western region. 
and in the area around Bo Hai. as well as in historical 
economic centers and the larger commodity collection 
and distribution points. Examples include central bank 
branches. National Tax Bureau agencies. and State Plan- 
ning Commission fully integrated branches and sub- 
branches to guarantee and put in place two-tiered mac- 
roeconomic regulation and control systems in 
organizational agencies 
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Importance of Promoting Production Factors 
1A 1904003191 Regine JING GUANLI in Chinese 
No 1? ‘ De vO pp 4¥ 


{Article by my Nee (1728 1780 1347), edited by 
Liu Qichang (0491 0366 2490): “Promote the Circula 
tion of Production Factors To Promote Readjustment of 
the Economic Structure’) 


Test) lL. The Importance of Promoting Circulation of 
Factors 


Promoting the rational circulation of production factors 
is an important task of strategic significance. This ts a 
basic conclusion obtained through overall analysis of the 
relationships between economic development, economic 
benefits, the economic structure, and the circulation of 
major production factors. In brief, a current crucial 
factor restricting the economic development of the 
national economy is that economic ts are low. A 
mayor reason for this is that the economic structure is 
irrational, Promoting the rational circulation of produc- 
tion factors is an important and effective measure for 
readjusting and optimizing the economic structure [1 1s 
in this sense that we speak of this as a major matter 
affecting the overall situation and influencing the long- 
term situation 


First, the to the sustained, stable and 
coordinated of the national economy lies in 
improving results. 


Since the establishment of the PRC, our country’s devel- 
opment rate has been quite high. From 1979 to 1988, the 
average annual growth in GNP was 9.6 percent. From 
1953 to 1988. the annual average growth in gross indus- 
trial output value was 11.8 percent. Such a rapid devel- 
opment rate has rarely been seen in any country in the 
world However. our high growth speed has relied on 
high investment and high consumption. In terms of 
investment, from 1953 to 1988, the level of fixned-asset 
investment in whole-people ownership units grew at an 
annual |) 2 percent, higher than the hin both GNP 
and gross industnal output value. from the con- 
sumption angle in our country’s industrial production. 
the consumption of energy per unit of net output value 
has not only been higher than in developed countries. 
but also higher than some developing countnes. In terms 
of benefits. there are two indices which can comprehen. 
sively reflect the economic situation of production and 
construction. One 1s the “benefits contribution rate” 
This 1s the proportion which the increased net output 
value created by raising the use efficiency of capital 
constitutes in the overall newly added net output valuc 
In our country, the benefits contribution rate 1s about 20 
percent, while in 12 developed countnes, including the 
former FRG, the figure 1s about $0 percent. The figure 
for 20 developing countnes, including Argentina, is 
about 3 percent. Our country quite obviously lags 
behind Another index 1s the proportion between avcrage 
fixed assets per worker and per capita net output At 
present. the per capita fixed assets for staff and workers 
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in OUF COUnTTY ts four Limes that of low income countries 
bul the per capita net output is only SO percent higher, 
way behind the figure for developed countries 


The figures quoted above show that our country's eco- 
nomic development is characterized by high speed and 
low efficiency and high input with low output In such a 
situation, it will be very difficult to guarantee the sus: 
tained, stable, and coordinated development of the 
national economy. This is because, although a high speed 
can bring a growth in profits and financial income, it 
concurrently requires a large volume of input funds and 
material consumption. When the funds and materials 
cannot sustain the high development rate, it is Necessary 
to carry out readjustment. Through the readjustment, 
the contradictions caused by insufficient funds and 
materials will be alleviaved but, at the same time, the 
development rate will fall leading to a slide in profits, a 
reduction in financial income, and the emergence of new 
difficulties. Since the establishment of the PRC, our 
country's economic development has seen several rises 
and falls and the situation noted above is one of the 
major reasons for this. Thus, if we are to free ourselves 
from this difficult situation and realize the demands for 
sustained, stable, and coordinated development. we need 
to improve economic benefits and, on the basis of high 
efficiency, maintain an appropriate development rate 


Second, aspect in the improvement of economic 
a JP A pth py th, 


The improvement of economic benefits requires mana- 
genial and technological improvement in enterprises. so 
that microeconomic benefits are improved It also 
requires that the screntific nature and optimal structure 
of macroeconomic decisionmaking 1s guaranteed, so that 
macroeconomic benefits are improved Below. | will 
discuss the effects of the irrational economic structure on 
economic results and, thereby. it will be possible to see 
the major role an optimized economic structure plays in 
Improving economic results 


1. The influence of an irrational industrial structure on 
economic results. In our country the development of 
manufacturing industry has exceeded the development 
of basic industries, resulting in a shortage of energy and 
raw materials. For many years now. one-third of the 
production capacity has lain idle for want of electricity. 
while one-third of the engineering industry has lain idle 
for lack of steel products. The ratios between the vanious 
production departments are uncoordinated and this sit- 
uation 1s getting worse. In 1988. the output value of 
manufacturing industry grew by 23 percent. while the 
output value of industries producing raw and semifin- 
ished materials grew only 10.8 percent. If this situation ts 
not corrected in a timely way, n will result in a further 
decline in economic benefits 


2. The influence of the irrational product mix on eco- 
nomic benefits. This influence 1s mainly manifested in 
two aspects The first is that the product mix cannot 
accord with the changes in domestic market demand. 
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meaning that the supply of products required by society, 
especially high-grade products, cannot meet demand and 
the products which society does not need are stockpiled 
i) large volumes. ae to estimates by relevant 
departments, at the end of 1989, the commercial system 
and sales and marketing system had stockpiled commod- 
ities to the value of 161.46 billion yuan, OF these, 10 to 
|S pereent were stockpiled due to stagnant sales. In 
1989 the losses of industrial enterprises within: the 
budget throughout the country totaled 14.6 billion yuan 
Quite a proportion of these losses resulted from products 
not having a market. In another respect, the product mix 
cannot accord with changes in the international market 
and some products have to be sold at low prices, 
resulting in foreign exchange costs continually rising and 
foreign trade subsidies continually growing This ser: 
ously affects economic benefits. 


\ The influence of the irrational enterprise organization 
structure and economic results. Al present, the organs: 
sation and structure of enterprises in our country have 
problems in two respects One is that enterprises are 
“large and complete” or “small but complete” and they 
have a low level of specialization, which affects eco- 
nomic benefits. The other is that the same products are 
produced on a small scale in all areas, thereby duph- 
cating production and preventing economies of scale 
being realized) This also affects economic benefits. For 
example, the number of vehicle assembly plants in our 
country exceeds the total of those in the United States, 
Britain. Italy. and the FRG. but the majority are small- 
scale operators providing low-level products. If we 
exclude the No. | and No. 2 Vehicle Factories, the 
average annual output of the other plants is only 4.000 
vehicles each, far lower than the 100.990 to 300,000 
required to constitute an economic scaie. Further, the 
majority are “all-round factones” and the proportion of 
specialized cooperation for parts does not exceed 20 to 
W) percent. Abroad, the figure 1s over 60 percent. The 
low profit rate on funds in our country’s enterprises at 
present results from many factors, but the low level of 
specialization and the fact that the majority of factories 
have not achieved cconomies of scale are two of the 
major reasons 


The three situations noted above show that if we want to 
raise economic benefits in an overall way. it 1s necessary 
to readjust and optimize the industrial structure. the 
product mix. and the enterprise organizational structure 


Third, the rational circulation of production factors is 
— ee eee . 


Practice has proven that if we ignore the rational circu- 
lation of stock assets and rely solely on preferential 
policies for newly added assets, 1 will limit the results of 
structural optimization. The policy whereby. on the basis 
of a rational circulation of stock assets, there 1s a slanted 
onentation in newly added assets. 1s a way to improve 
the results of structural optimization. This 1s determined 
by the following several situations 





ECONOMIC 7 


|. The current economic situation in Our COUnTEY 18 very 
irrational and, in such a situation, if the stock assets do 
not circulate and, in structural readjustment, we rely 
purely on increasing assets. the results will bho limited in 
two fespects. First the policy of slanted imerease in assets 
can only support the enterprises which we need to 
develop and cannot eliminate those enterprises which do 
not need to be developed H the enterprises which should 
be eliminated continue to exist, this will affect structural 
readjusiment and optimization in an overall way Hf we 
combine the two measures, not only will the enterprises 
which we need to develop obtain support through the 
slanted policy for adding assets. but the enterprises 
which should be eliminated will be reorganized through 
merger and alliance This will improve the results of 
structural readjustment Second the maintenance of 
those enterprises which should be climinated requires a 
ceriain amount of funds. If these enterprises are 
absorbed by strong enterprises, this amount of funds 
could be saved and used for supporting enterprises which 
should be developed At the same time, the stock assets 
of the merged enterprises can be used in supporting the 
enterprises which need development and, thereby, 
improving the results of structural readjustment 


2. Al present, the situation whereby some production 
capacity hes idle while duplicate construction connnues 
to proceed, coexists, a lack of new investment and poor 
efficiency in the use of current assets coexists, and a 
situation where the production of some products cannot 
meet demand while other products are being stockpiled 
coexists. These three coexisting situations show thai the 
circulation of production factors 1s not only an objective 
need, but also a real possibility. In recent vears, over 
6.000 properly performing enterprises throughout the 
country have absorbed over © 000 poorly performing 
enterprises. This involved the (ranster of over 8 bilhon 
yuan in fixed assets and played quite a role in structural 
readjustment If there is further devclopment in the 
circulation of production clements. it will play an even 
greater role 


3. The amount of new investment which our country can 
use 9 structural readjustment is not great Seen from the 
situation over the last few vears. the amount of new 
investment really used in structural readjustment has not 
exceeded 40 of SO billion vuan annually Such an 
amount can only play a very limited role mn readjusting 
the structure of current assets which total over 160 
trihon yuan in value (productive assets constitute over 
half of this) Further. 1 will be very difficult within the 
next few vears to greatly mcrease new investment. If we 
are able to achieve the circulation of existing stock 
assets. this can be combined with the slanted policy for 
newly added investment and will improve the results 


Summing up the above ideas we can say: If we want our 
country's economy to escape from the current difficulties 
and maintain sustained. stable. and coordinated devel- 
opment, the key lies on improving economic benefits. In 
improving economic benefits we must do work in var- 
ious areas. the readjustment of the economic structure 
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being a major aspect. Readjusting the economic struc: 
ture not only means a preferential policy for added 
assets, but also needs the rational circulation of stock 
assets, Only by combining these two aspects will it be 
possible to improve results. In this sense, promoting the 
rational circulation of stock assets, that is to say, pro: 
moting the rational flow of production factors, is an 
important link in the overall development of the 
national economy 


Il. The Current Basic Situation in Production Factor 
Circulation 


In recent years, various areas throughout the country 
have engaged in beneficial exploration and done much 
work in the area of promoting the circulation of produc: 
tion factors. The provinces and cities of Heilongjiang. 
Hubei, Sichuan, Jiangsu, Zhejiang, Shangha:, Tianjin. 
Henan, Hebei, Liaoning, and Jilin engaged in this quite 
early on and saw quite swift development The other 
provinces, cities, and autonomous regions have also seen 
development to differing degrees. In brief, there have 
been the following several characteristics 


First, in the scale of production factor circulation, a 
trend of change from small to great has occurred. 


The trend from single-clement circulation of production 
factors to overall circulation of such factors. the trend 
from enterprises contracting other enterprises to enter- 
prises absorbing other enterprises. the trend from hort- 
zontal allhance and participatory or controlling share- 
holdings to the organizing of enterprise groups. and the 
trend from joint operations within a certain scope to 
complete merger of operations and assets, are all now 
deepening. At the end of 1989, over 1,630 enterprise 
groups had been developed throughout the country and 
the contracts, leasing. and participatory and controlling 
sharcholdings between enterprises were also gradually 


developing. 


The year 1989 was quite a vibrant year in terms of the 
various forms of production factor circulation If we take 
mergers as an cxample, throughout the year over 2,300 
enterprises absorbed over 2.800 other enterprises, con- 
stituting 37 percent of the total number of mergers in the 
last few years 


Second, in the modes and methods of production factor 
circulation, a trend of diversification has appeared. 


In terms of the modes, there are. in summary. seven 
types: Single clement circulation of equipment or per- 
sonnel. the auction of small enterprises, enterprises con- 
tracting for other enterprises. enterprises leasing other 
enterprises. enterprises merging with other enterprises. 
horizontal alhance. participatory or controlling share- 


holdings between enterprises. and the organizing of 


enterprise groups 


In terms of methods, there are administrative transfers 
and comprehensive transfer of property mghts. In the 
compensated transfer of property mghts. there is the 


purchase mode, the assumption of liabilities mode, the 
participatory of controlling shareholding mode, and the 
mode whereby shareholdings are drawn in. For the 
various methods there has, in the majority of cases, been 
active guidance by the government and the enterprises 
have participated voluntarily and in accordance with the 
principle of mutual benefit. Thereby, a quite high success 
rate has been guaranteed. 


The diversification of modes and methods has provided 
a wide leeway for choice in the circulation of production 
factors, is in accord with differing situations and dif- 
ferent needs, and plays an important role in achieving 
broader and deeper development in the circulation of 
production factors. For example some areas, in order to 
reduce psychological impediments, have adopted the 
method of first implementing contracts and then imple- 
gee Pe In this way, during the contract period, 
the staff and workers of the two enterprises learn the 
benefits of operating together. Subsequently, the merger 
is arranged and assets are merged. Some areas, because 
their mergers are across regions and there are many 
contradictions with the existing systems, implement 
leasing or participatory or controlling shareholdings, so 
as to guarantee the .mooth circulation of production 
factors 


Third, in the aims of productions factor circulation, 
there has appeared a trend of general deepening. 


In the carly stage, many of the contracts and leases, as 
well as mergers, between enterprises were intended to 
provide a way out for loss-making enterprises. They were 
only measures to turn losses into profits and positive 
results were achieved in this respect. Following the 
passage of time, and the raising of understanding, there 
has been a continued deepening of the aims of promoting 
production factor circulation in many areas. These have 
been seen as effective measures for readjusting and 
optimizing the economic structure. For example, some 
areas have developed enterprise groups. First, in accor- 
dance with the demands of the product mix, they deter- 
mined the outstanding products of the area. Then, in 
accordance with the needs of developing outstanding 
products. the relevant departments are reorganized and 
merged, forming various large companies producing 
outstanding products. Finally, with these large compa- 
nies as the center, enterprise groups are formed through 
different forms of alliance. In this way, systems reform, 
economic development, and structural readjustment are 
organically combined. 


Fourth, in the role of the government, a trend of 
gradual has appeared. 


In the carly stage, the circulation of production factors 
mainly occurred spontaneously between enterprises. 
Subsequently. many local governments actively strength- 
ened leadership and consciously promoted development. 
Seen from the situation last year, the guidance role of 
government has been further strengthened and this has 
been further manifested in three aspects) 1) Leading 
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groups and work organs have been established, managing 
departments have been assigned, and a coordination 
system has been established, 2) Legal documents setting 
down management methods and work procedures have 
been issued, resulting in the circulation of production 
factors gradually becoming standardized, and 3) Support 
policies have been formulated to promote the circulation 
of production factors 


Fifth, in the intermediary role of the market, a trend of 
gradual expansion has appeared. 


In the course of circulation of production factors, some 
enterprises have wanted to merge with other enterprises 
while other enterprises have been seeking ways out of 
their difficulties, but have been unable to find appro- 
priate targets. In such a situation, all sides have felt it 
necessary to establish a property rights trading market. 
Since May 1988, when Wuhan City established the first 
enterprise merger market, until the end of 1989. a total 
of 25 property mghts trading markets have started busi- 
ness around the country and now form a network of links 
around the country and exchange information. This 
creates conditions for transregional circulation of pro- 
duction factors 


The appearance of property rights trading markets has 
provided trading venues for the circulation of produc- 
tion factors, provided opportunities for open and equal 
competition, and provided a wide leeway of choice for 
both buyers and sellers. According to the property rights 
market in Chengdu, the circulation of production factors 
through property mghts trading markets has two clear 
characteristics. |) There 1s quite wide competition and 
choice and it 1s easier than before to find suitable trading 
partners and reasonable trading prices. 2. Intellectual 
property rights have begun to enter the scope of produc- 
tion factor circulation and now intangible assets such as 
trade marks, patents, brand names, and technology 
secrets are merged together with tangible assets, resulting 
in further deepening in the circulation of production 
factors. 


The five characteristics mentioned above are overall, 
general trends, but in fact, in some regions the circula- 
tion of production factors has just begun and not all 
areas have seen the five characteristics mentioned above. 
Even in areas where the development of production 
factor circulation has been quite swift, the above five 
characteristics exrst only as trends and are far from have 
realized any completeness 


At present, in the circulation of production factors many 
difficulties and problems exist which are mainly mani- 
fested in the following several respects: 


First, obstacles on the ideological and conceptual level. 


These obstacles are mainly reflected in three aspects: |) 
An insufficient understanding of the important role of 
the circulation of production factors, resulting in imple- 
mentation remaining at the level of general calls. without 
any down-to-earth. powerful. and real measures. 2) The 
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managing departments in some enterprises are afraid 
that if enterprises under their jurisdiction are absorbed 
by others, they will “lose face” and “lose terrtory.” 
Thus, they not only do not support such mergers, but 
adopt 4 negative attitude and sometimes even obstruct 
them. The leading cadres of some enterprises set for 
absorption by others fear that if their enterprise is 
absorbed, they will be subject to public opinion saying 
that they are incapable, Thus, they do not adopt a 
positive attitude to the merger. The attitudes of the staff 
and workers of some enterprises are also quite complex 
and some have a “sense of loss’, and 3) Some persons 
have not seen enterprise mergers under socialist condi- 
tions and do not understand that the aims, methods, and 
results are essentially different from mergers under the 
capitalist system and thus they have misgivings. 


Second, the obstacles in the existing structure. 


The circulation of production factors, and particularly 
transregional circulation, faces quite great contradic- 
tions with the existing structure. For example, of over 
6,000 enterprise mergers, only three percent were tran- 
sregional, Such transregional mergers have really just 

un. Enterprise groups find such mergers extremely 
difficult and they face many problems in trying to 
develop a transregional coordinating level. Of these 
problems, the major ones are those related to: The 
financial contract system, the system whereby invest- 
ment, credit, labor and wage targets are handed down 
level by level in each region, the system of raw materials 
supply. and so on. If we want to further promote the 
circulation of production factors, and especially transre- 
gional circulation, the systems mentioned above will 
have to be appropriately reformed. 


Third, there is a need for powerful policy support. 


The rational circulation of production factors 1s a major 
element beneficial to overall economic development and 
it 1S Necessary to study and formulate corresponding 
support policies. However, at present, several policies 
are not beneficial to the circulation of production fac- 
tors. For example, some poorly performing enterprises 
are greatly in debt and are unable to discharge their 
habilities, but their creditors do not have the power to do 
anything. As soon as a properly performing enterprise 
absorbs a debt-laden enterprise, all the creditors come 
seeking the payments due them, with the result that the 
properly performing enterprise cannot bear the burden. 
Also, when collective enterprises are absorbed by whole- 
people enterprises, some localities stipulate that the 
collective staff and workers must be treated as persons 
employed outside the plans) However, since last year 
there has been a clearing out of persons employed 
outside the plans and the merged collective staff and 
workers have also been included as targets of this 
clearing out. In such a situation, the staff and workers of 
collective enterprises naturally are not willing to have 
their enterprise absorbed by whole-people enterprises. 
For such situations, relevant policies need to be formu- 
lated 
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Fourth, overall coordination is relatively poor, 


The circulation of production factors involves over |0 
departments, including the industrial and commercial 
department and the taxation, labor, banking, land, and 
real property departments. Thus, it is necessary to do 
well in organizing coordination between the depart. 
ments. However, some areas still have not made clear 
which managing department is responsible for coordina: 
tion, while in other areas the managing departments 
assigned to coordinate have very weak power. In other 
areas, the various comprehensive departments contro! 
everything. Thus, when enterprises want to go through 
the relevant merger procedures, they have to “bow to the 
mountain spirit and then bow to the earth god" and the 
enterprises, fed up with the troubles and vexations, 
eventually give up. This affects the circulation of pro- 
duction factors. 


III. There Is a Pressing Need To Further Promote 
Circulation of Production Factors 


in our country, the development from single-item circu- 
lation of production factors to overall circulation of 
production factors, with the enterprises as the carriers. 
can be said to be a big step forward. However, up ull 
now, if we look at the situation throughout the county, 
we must say that the circulation of production factors 1s 
still an isolated and scattered activity. In order to further 
promote this work, the basic demand 1s the development 
of guided. organized, and planned action 


If we are to promote the rational circulation of produc- 
tron factors in a guided, organized and planned way. we 
need to especially stress the following points 


First, unifying ideological understanding. 


At present there 1s a need to properly resolve three issues 
First, we have to fully understand that promoting the 
rational circulation of production factors is a strategic 
task influencing the overall situation and having deep 
effects. Second, we must fully recognize that promoting 
the rational circulation of production factors 1s a point of 
integration linking economic development, economic 
improvement and rectification, and the deepening of 
reform. Third, we must fully recognize that the current 
uulization rate of assets 1s still quite low and that there 1s 
a need to improve the output of existing assets through 
the rational circulation and optimal arrangement of 
production factors. 


The practical expernences in Heilongjiang Province and 
other areas prove that resolving these three issues prop- 
erly is the ideological basis for promoting the rational 
circulation of production factors in a guided, organized. 
and planned way. The differences between various areas 
in this work primarily derive from differences in ideo- 
logical understanding, while the key to whether or not 
the various relevant departments can tghtly coordinate 
and act in harmony also lies in whether or not they have 
a common ideological base. 


JPRS-CAR-91-028 
22 May 1991 


Second, correctly guiding the direction of production 
factor circulation, 


In determining the direction of the circulation of pro- 
duction factors, it is necessary to follow two basic 
principles. |) It must accord with state industrial poli- 
cies, and 2) It must bring into play the superiorties of 
the various regions. Stock assets must flow towards 
superior products, while newly added assets must also be 
slanted towards superior products. In this way, not only 
will each region be able to form its own characteristics, 
but throughout the country we will be able to create an 
aggregation of superior products and achieve coord: 
nated development at a high level. If the circulation of 
production factors is divorced from the guidance of state 
industrial policies, and from the policy of bringing into 
play the superiorities of each region, then it is possible 
that our structural “readjustment” will be one in which 
blockades are formed between regions and that this will 
strengthen the tendency toward structural similarity 
between regions 


Whether or not we can correctly guide the direction of 
the circulation of production factors will affect whether 
the achievements in this work are great or small and. 
thus, this aspect must be given sufficient attention 
Heilongjiang Province planned the direction of produc- 
tion factor circulation on the basis of a full survey of the 
actual situation in the province. Every area has its own 
specific situation and we cannot put forward “standard, 
unified” requirements. However, promoting the rational 
flow of production factors 1s a common task we all face. 
In accordance with state industrial policies and bringing 
into play regional supenorties are the common princi- 
ples in setting down the orentation of production factor 
circulation, while making decisions on the basis of 
investigaling and studying the actual situation 1s a un- 
versally applicable work practice 


Third, giving prominence to the major goals of 
— factor circulation. 


The role of production factor circulation 1s multifaceted 
and the specific forms of production factor circulation 
can have multiple goals. For example. through contracts. 
leasing. and merger between enterprises. it 1s possible to 
find a way out for enterprises which have fallen into 
difficulties and thereby turn losses into profits. through 
organizing enterprise groups. management is facilitated. 
and so on. All these goals are correct. However, seen in 
terms of long-term development, the main basic goals in 
promoting the circulation of production factors are 
Structural readjustment and optimization and the 
improvement of macroeconomic results. A major prin- 
ciple in multifaceted decisionmaking 1s to give promi- 
nence to the major goals. It is of course very good if 
various goals can be considered at the same time but, if 
various goals cannot be given concurrent attention, 
structural readjustment and optimization must be placed 
In prime position. This demand must be manifested in 
all the various aspects of the actual work involved in 
promoting production factor circulation 
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Fourth, correctly using administrative Measures. 


Under our country’s current conditions, promoting the 
circulation of production factors requires both economic 
and administrative measures. These two measures have 
to be combined. The precondition for achieving this 
combination is that all sides participate voluntarily and 
achieve mutual benefit. In this, the key 1s mutual benefit, 
because only with mutual benefit will there be voluntary 
participation. The use of administrative measures does 
not mean that the government will take care of every- 
thing or that it wall force two sides together, but rather 
that it will put efforts into properly doing the following 
aspects of work: 1) On the basis of investigation and 
research, it will formulate plans for the circulation of 
production factors and the plans will be used to guide the 
circulation of production factors, 2) it must study and 
formulate policies for coordinating the interests relation- 
ships between the various sides, so that there are policies 
which can be relied upon in regulating the realization of 
mutual benefit, 3) It must study where the contradiction 
les between the existing structure and the realization of 
rational circulation of production factors through struc- 
tural reforms, and 4) It must do well in all areas of 
ideological work, must adopt a long-term and overall 
view in looking at coordination of interests, and 1 must 
ensure that current and partial interests are subordinate 
to overall interests 


Fifth, the circulation of production factors and 
EE tT ee ne te ie 
development of a number of key enterprises must be 


It 1s necessary to support the advanced development of a 
number of key backbone enterprises in order to Achieve 
the sustained, stable. and coordinated development of 
the national economy. achieve structural readjustment 
and optimization, and in order to raise enterprise com- 
petitiveness in the international markets 


In the circulation of existing assets and the slanting of 
newly added assets, the development needs of key enter- 
prises must be given prime consideration |) Conditions 
must be created whereby key enterprises can absorb 
other enterprises and support policies should be formu- 
lated, 2) Enterprise groups should be developed. cen- 
tered on key and backbone enterprises, 3) Prority con- 
sideration should be given to technical transformation 
projects in key enterprises and such projects must be 
given priority guarantees for funds, goods. and materials. 
4) Depreciation rates should be universally raised. If the 
financial administration finds this difficult to bear, the 
fixed asset depreciation rates for key enterprises could be 
selectively raised, and 5) In order to support the devel- 
opment of new products by key enterprises and speed 
product renewal, we should allow key enterprises to 
retain a certain proportion of sales income as new 
product development funds 


In brief, we must, through various forms. support the 
development of key enterprises so that they really 
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become the ‘main force’ in national economic construc: 
tion and the “national team” in international market 
competition. 


Si there is a need to and he 
—2 of defining At A pF Ay ed 


In the process of production factor circulation and 
reorganization, a major problem appears. This is that it 
iS Necessary to determine property rights boundaries and 
engage in asset appraisal. For example, in the process of 
developing enterprise groups, in order to coordinate the 
interests of all sides there is a need to implement 
participatory and controlling shareholdings. Thus. there 
is a need to set down to whom property rights belong. In 
Carrying Out enterprise Mergers, it 1s also Necessary to set 
down to whom the property mghts involved in the 
merger belong and to whom the carnings from the 
property rights transferred from the merge enterprise 
belong. The various forms of production factor circula- 
tion require reappraisal of existing assets. The improve- 
ment of the depreciation methods will also require the 
appraisal of assets. 


Review of 1990 Economy 
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[Article by Zhang Zhong: (4545 6945 1015), edited by 
Lin Daojun (2651 6670 0689) “Positive Results in 
Economic Improvement and Rectification, But In Deep- 
ening Reform Task Is Meavy and Road Is Long—A 
Review of Economy of 1990") 


{Text} The year 1990 has gone by and the second spring 
of the 1990's has come. As we bid farewell to the old and 
welcome the new, we are sriting this article, based on 
statistical figures, making a review of the road traversed 
in economic development during the past year. and 
probing the road of furthering the improvement and 
rectification and deepening the reform, in the hope that 
it will be of benefit to the reacers 


1. Pleasing Changes in Economic Development 


In 1990, the State Council adopted a series of policies 
and measures of readjustment and retrenchment to open 
up markets and to promote production. Through the 
joint efforts made by people of the whole country, 
certain of the contradictions impairing production and 
circulation were eased, and the national economy con- 
tinued to progress in a good direction of development 
Encouraging changes have appeared 


A Gross social supply and demand tended to equilib- 
rium, and there has been an obvious reduction in the 
scale of increase in commodity prices. Imbalance in the 
gross volumes of supply and demand has been an out- 
standing problem accumulated through the years and 
affecting the economic situation as a whole In | 988 the 
economy overheated. because of the double inflation of 
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investment and consumption, the disparity rate between 
social gross supply and social gross demand was as high 
as 16.2 percent. Following retrencement of demand in 
1989, the disparity rate dropped to cight percent. It ts 
estimated that in 1990 the social gross supply and 
demand would basically realize equilibrium, and the 
situation of the gross demand exceeding gross supply for 
many years would be rectified. As a result of supply and 
demand becoming balanced, in recent years currency 
inflation with which people had all been immensely 
concerned has obviously been “deflated In 1990, 
despite the fact that the state and the localities put into 
effect certain price adjustment measures, because of the 
tall of country fair trade prices and the weakening of the 
spontaneous price increase factors, from January to 
October, the general level of social retail sales prices rose 
by only 2.3 percent over the same period of th’ preceding 
year, and the nse for the whole year was about three 
percent. This scale of rising prises was obviously lower 
than the | 7.8 percent level of 1989. The rise in the prices 
of the means of production was also reduced in scale. 
According to statistics of the matenals information 
center, comparing the general level of the prices of 15 
large categories of means of production with that of the 
same period of the preceding year, the rise in the first 
quarter was 7.5 percent, in the second quarter, 0.6 
percent, and in the third quarter, 0.! percent. The 
market prices of such materials as coal, stee! products. 
copper, aluminum, and cement showed an obvious 
reduction in disparity from the planned prices. The 
principal cause of the nse in commodity prices has been 
changed from the force of pressure from demand to 
planned readjustment 


B. There was an overall plentiful harvest in agriculture. 
and grain production emerged from stagnation. In 1990. 
the state raised the purchase prices of a portion of 
agricultural products. This aroused the peasants’ enthu- 
siasm for production, the input into agriculture was 
increased, the various measures on water conservancy 
and developing agriculture with science and technology 
were taken and, with the favorable climatic conditions in 
many localities, good tidings in agricultural production 
came forth from various directions. According to pro- 
duction estimates from various localities, the gross 
output volume of grain for the whole country exceeded 
420 billhhon kilograms, an increase of over 12.5 dillon 
kilograms over 1989 which produced the highest record 
in history. cotton production was 4.15 million tons, an 
increase of 350,000 tons over the preceding year. the 
output volume of edible oils was 15 millon tons. an 
increase of two millon tons, sugar production was 64 
millon tons, an increase of 5.2 million tons. The actual 
statistis should be even higher than these estimates. As 
for the production of pork, beef, mutton, eggs. aquatic 
products, vegetables and fruits there were varying 
degrees of increases. It 1s estimated that for the vear as a 
whole the gross output value of agriculture increased by 
over five percent. 


C. Industnal production surmounted the low bottom 
and showed a steadily rising tendency. As a result of the 
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expanding social demand and support trom bank loans, 
industrial production in 1990 turned from the low-level 
hesitation in the early part of the year to revival month 
after month. Compared with the same pernod in the 
preceding year, in the first half year the gross industrial 
output value increased by 2.1 percent. In July, the 
growth was 2.9 percent, in August, 4.6 percent, in 
September, 7.5 percent, and in October, 12.7 percent. It 
is estimated that for the whole year the industnal gross 
Output value can fulfill the planned target of a 6 percent 
increase. 


D. The domestic market turned from weakness to 
recovery and revival. In 1990, social demand gradually 
increased. From January to October, the fixed assets 
investments of units under the system of ownership by 
the whole people were 141.9 bilhon yuan, an increase of 
8.4 percent over the same period of the preceding year of 
which in October the increase was | 2.2 percent, the gross 
amount of salaries and wages paid to staff members and 
workers was 221.4 billion yuan, an increase of 11.1 
percent of which the increase in October was 15.9 
percent. As a result of the expansion in social demand, 
the domestic markets, which for a time had shown signs 
of weakness, began to recover In June, the gross amount 
of retail sales of social commodities rose by 1.4 percent 
over the same period last year, and the extent of the 
increase continued to expand in the succeeding month— 
in October, the increase was 7.4 percent. After the 
autumn harvest, the rural market also began to turn for 
the better. In October, the retail sales volumes of con- 
sumer goods of counties and localities below the county 
level increased by 4.2 percent over the same period of the 
preceding year, the retail sales volume of means of 
production for agricultural use increase by 4.6 percent, 
thus rectifying the state of a negative growth in the 
preceding few months. It 1s estimated that for the whole 
year the gross volume of retail sales of social commod)- 
ties would amount to 830 billion yuan. an increase of 
over two percent over the preceding vear 


E. Noticeable improvement in international payments 
and changing of adverse balance in forengn trade to 
favorable balance. In 1990. the various localities, making 
use of the readjustments of the foreign exchange rate and 
the beneficial opportunity offered by a relatively wid- 
ened availability of sources of supply of export materials, 
vigorously developed the export trade and obtained 
pleasing results. According to statistics of the maritime 
customs, from January to October total exports 
amounted to $47.25 billion. an increase of 15.7 percent 
over the same period of the preceding year. while the 
total volume of imports was $41.05 billion, 2 drop of 
13.8 percent. After deducting the volume of goods not 
subjected to the receipt or payment of foreign exchange 
such as those from noncompensatorys aid. imported 
materials for processing and imported equipment from 
foreign merchants’ investments. exports exceeded 
imports by $9.3 billion. This reversed the situation of an 
unfavorable balance of trade for several years. At the 
same time. with our country’s daily growing political and 
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social stability, international toursm has gradually 
revived, the intake of foreign exchange has increased, 
and the country’s foreign exchange reserves have sub- 
stantially increased. 


F. In certain regions, structural readjustment has begun 
to proceed. First, the noncoordinated condition between 
agriculture and industry was somewhat changed. Com- 
paring the growth rate of agriculture with that of 
industry, in 1988 it was 1:53, but in 1989, it ws 122.7, 
and it is estimated that in 1990, the ratio would be 
shortened to |: 1.2. Second, the stringent condition in the 
supply of coal, electric power, and crude oil was some- 
what cased Comparing the growth rate of energy with 
that of industry, the ratio un 1988 was 1:4.2, but in 1989 
it was reduced to |: 1.4, and it 1s estrmated that in 1990 
the relatively more favorable ratio of the preceding year 
was maintianed. Third, the investment structure was 
readjusted. The growth rates in the investment in the 
basic industries and basic facilities exceeded that of all 
the investments combined. Fourth, improvement in the 
structure of the export commodities. Imports of certain 
electrical machinery products and such consumer goods 
as tobacco, alcohol, beverages, and cosmetics which were 
restricted by the state were reduced by one-third, while 
exports of raw materials in stringent demand in the 
country such as cotton, cotton yarn, and metallic ores 
were reduced by over 10 percent compared with the 
preceding year. Fifth, progress was made by township 
and town enterprises in the course of readjustment. In 
recent years, under the double lashing of tightness in 
credits and loans and market weakness, township and 
town enterprises, displaying their strong points of “being 
small in size and thus readily adjustable” and also being 
relatively easy in the placement of surplus labor force. 
actively carried out readjustment of an adequate nature. 
reduced their personnel and increased production, and 
speeded up their externally onented econon., . develop- 
ment. In such places as Jiangsu and Zhepany. wherein 
township and town industries have been concentrated, 
these industries, following a short period of stalemate. 
have been reactivated. In addition, pleasing progress has 
been made in the readjustment of the existing volume of 
industrial structure such as merging of enterprises. devel- 
opment of enterprise groups. and so forth. 


G. The economic order has changed from confusion to 
initial ymprovement. Up to the present. the various 
regions and departments, through the process of 
impros ement and rectification, have abolished or amal- 
gamated 103,000 compames of vanous kinds which 
represented 34.5 percent of the total number of compa- 
mies in the whole country, of which over half of the 
number of companies in the circulation sector were 
either abolished or amalagamated. A number of cases of 
violation of law and discipline were sternly dealt with 
and a number of criminal elements were duly punnshed. 
A new circulation order is in the process of formation. 


The abovementioned conditions show that during the 
past vear the main current in the development of the 
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national economy was healthy and the economic 
improvement and rectification yrelded good results. 


Il. Current Difficulties and Problems 


Although in 1990 our country’s national econoriy did 
show new signs of revival, the economic operations of 
requiring high input but yielding low output made it 
difficult for the entire economy to form a benign cycle 
within a short period of ume, while the current situation 
18 Still in a serious state. The tasks of economic improve- 
ment and rectification and of deepening the reform are 
still considerably heavy 


A. National finance still cannot extricate itself from the 
current difficulties. For a prolonged period of ume, our 
country’s finance has born the two big burdens of subs- 
dizing commodity prices and subsidizing the enterprises” 
losses and deficits. The two kinds of subsidies have 
amounted to nearly 100 bilhon yuan each year. In 1990. 
a mumber of factors causing reduction in revenues but 
increases in expenditures appeared and aggravated the 
financial difficulties. First, the enterprises showed a 
downfall in economic effects, a reduction in profits and 
taxes delivered to the state and a large-scale increase in 
losses and deficits. Second. outlay un repayment of loan 
services sharply increased. In 1990, repayment of prin- 
cypal and payment of interest on external and domestic 
loans amounted to nearly 20 bilhon yuan, an increase of 
270 percent over 1989. From now on the outlay on 
repayment of loan services wi'l continue to increase, and 
there will be great difficulty um achieving a balanced 


budget. 


B. The pattern of money supply exceeding the principle 
of economic issuance has still not changed To ensure 
economic stability. in the macroeconomic adjustment 
and regulation of currency, not only must the issuance of 
money be kept im control but also must the scale of 
credits and loans be controlled. From January to 
October | 990. although the volume of issuance of money 
was not at all large. the balance of the vanous kinds of 
loans granted showed a net increase of 214.6 bilhon 
yuan, an increase of 106.2 bilhon yuan over the corre- 
sponding penod of the preceding year. and many loans 
were converted into deposits and cash. As a result. the 
volume of money supply in a broad sense (M2. that 1s. 
cash plus vanous kinds of deposits) increased by 29.2 
percent over the corresponding penod of the preceding 
year, greatly exceeding the nornal needs of economic 
development. Seen from the law governing monetary 
operations, the single increase of M2 cannot be sustained 
for long. After a fixed penod of stagnation. movements 
and the input of cash (MO) are bound to follow. Sup- 
porting economic recovery purely through the utihzation 
of credits and loans can possibly cause the potential 
danger of currency inflation At the moment. contro! of 
the rssuance of money principally rehes on the returned 
flow to the treasury of credits. At the end of October, the 
balances of the savings deposits of urban and rural 
residents in the whole country amounted to 680.2 bilhon 
vuan, an increase of 165.5 bilhon yuan over the early 
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part of the year, Adding to this the cash in the hands of 
the residents, the tial buying power will surpass 
400 billion yuan This enormous amount of potential 
buying power forms an underlying pressure force on the 
Markets 


( Continued fall in the enterprises’ economic effects. 
From January to October 1990, the realized profits and 
axes of state-run industrial enterprises in the budget 
amounted to 103.5 billion yuan, a fall of 20 percent 
compared with the he period of the year 
before last. the amount of losses and deficits of lov: 
iNCUrFINg enterprises mereased 100 percent, at the 
end of October, finished products funds amounting 
to 115.6 billhon yuan which, plus the sharp increase in 
the “debt chairs” tied up an enormous amount of 
circulating funds The economic effects in commerce 
also showed an obvious fall, The realized profits of 
state-run and jointly financed commerce dropped by 
around two-thirds compared with the corresponding 
period of the year before last 


1) The steps taken in deepening the reform were indeed 
difficult ones In the course of the transition between the 
old and new structures, deepening the reform faced 
many “doubly difficult” choiwes For example. amelio- 
ration of the allocation of resources 1s an important road 
lo structural readjustment and increasing the effects. but 
in amehorating the structure. first, it requires readjusting 
and increasing the volume and under the current cond:- 
tions of financial difficulties and poor enterprise effects. 
it 1s difficult to increase the investments, and, second, it 
also requires readjusting the existing volume and this 
Necessanly accompanies certain enterprises closing their 
doors. stopping production and being amalgamaticd 
With the current unhealthy state of the social protective 
system. any rive in the labor unemployment rate will 
adversely affect social stability and unity. in for 
example. price reform is the key to other kinds of reform 
The serious twisting of the price structure and the 
existence of the double-track prices cause businesses 
accounting to love its objective standard and are disad- 
vantageous to competititon in equality On the other 
hand, smoothing out the prices May cause a rise in 
commodity prices which the residents cannot bear Fur- 
thermore. in financial distribution, if we do not change 
the situation of the central government's ratio in finan- 
cial distribution being too low, then central finance will 
be ina difficult state ard will find it hard to continuc 
But if the rato 1s increased, then harm may be done to 
the positivism and enthusiasm of the localities and the 
enterprises. Facing these “doubly difficult” choices. in 
economic improvement and rectification we have been 
inclined to stress stability of the moment which neces- 
sarily affected the steps of reform 


11] Prospects and Countermeasures for Development 
From Now On 


In making a comprehensive survey of the current oper- 
ational process of the national economy, it may be found 
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thal different directions taken in macroeconomic policy: 


making possibly can produce different development 
prospects 


tion of 


fh policy- 


First, paying attention to the organic int 
near-term effects and long-term effects. 
Making. 11 1s Necessary to an adequate h of the 
economy and also to take note of the ual ratronal- 
izing of the economic structure and the operational 
mechanism. not only to alleviate the symptoms bul also 
to effect a permanent cure 1 is also necessary to grasp 
the current advant s opportunity to push the neces: 
sary reform and adjust the relations among readjust- 
ment reform and development well, let reform promote 
readjustment and let readjustment seek development 
This will meet with great difficulties and large risks It 
also requires penetrating and detailed work. 


Second, paying attention to seek temporary stability and 
allowing the economy to carry on in a state of illness. In 
policymaking stress is laid on adjusting and controlling 
the gross volume and loosening the solution of the 
profound contradictions, alleviating the symptoms 
without effecting a permanent cure and following the old 
road of high input but low output. By so doing, the risks 
involved are small. and for a time the economy may 
continue to nse. but the problems of the poor and low 
effects of the structure generated by the structure and the 
operational mechanism being irrational will become 
outstanding and it will be difficult to fully realize the 
main targets of the improvement and rectification This 
may cause potential difficulties to future economic 
development 


Third. paying attention to the short-term rapid rise in 
the economy and one-sidedly going after output value In 
policy making. there 1s comprehensive loosening of the 
strength in macroeconomic adjustment and control and 
stimulant is injected into the economy By so doing, 11 
will be possible to attract economic prosperity on the 
surface but under the current twisted structure. very 
soon it will attract a new round of demand inflation, thus 
negating all the successes made in the improvement and 
rectification 


Weighing the strong and weak points of the abovemen- 
tioned three chores. obviously we should strive hard to 
realize the development prospects of the first: choice 
mentioned above Therefore. for a certain penod from 
now on. it will be necessary to strive hard to perform the 
following jobs well 


A Unifying thought and unifying action. In economic 
improvement and rectification. and deepening of the 
reform. regardless of whether it concerns controlling the 
demand. rcadjusting the structure or strengthening the 
power of macroeconomic adjustment and control, it 1s 
necessary to make the necessary readjustment of the 
existing interest pattern If nothing 1s moved or changed. 
then the difficulties cannot be overcome and the factors 
causing economic instability cannot be chiminated 
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Therefore, the various localities, departments, and enter: 
prises should all establish the 2 of taking the 
whole country as one chessboard, start from the situation 
as a whole, jorntly share the country’s difficulties. 
accomplish the feats of partial interests abiding by whole 
interests Current interests serving long-term interests. 
individual interests being subservient to collective inter 
ests, Make the actions truly unified to the spirit of the 
fifth plenary session of the | Wh CPC Central Committee 
and jointly perform a good job of improvement, rectifi 
cation, and deepening reform. Naturally. readjusiment 
of the interest pattern must be to a suitable degree and 
we must endeavor to enable all quarters, on the basis of 
passing the difficult times, can still manage to get along 
et of the whole situation should by no means be 
aflected 


B Actively readjusting the economic structure The key 
to the sustained, stable, and coordinated development of 
the economy lies in the structure being rational and the 
ratios being coordinated. During the period of improve: 
ment and rectification, the overly large social demand 
should be compressed and the excessive industrial 
growth rate should be lowered, thus providing a good 
opportunity for rationally readjusting the economic 
structure 


In the structural readjustment, we should first of all 
strengthen agriculture “Without agriculture there wil be 
no stability and without grain there will be confusion and 
disorder ~~ Agriculture 1s the foundation of the national 
economy and also the foundation of political stability 
and social order. A good or bad situation in agriculture 
has a vital bearing on the whole situation Therefore in 
economic development we should first of all grasp agri- 
culture tightly 


In readjusting the structure. utmost efforts should be 
devoted to increasing the production and clevating the 
operational force of energy and raw materials We must 
follow the demands of the industrial policy carnestly 
readjust the investment structure. further reduce ord). 
nary investments, and increase the investments in the 
hasic industries. The major points are increasing the 
investments im agriculture, coal, petroleum. clectric 
power, and railroad construction 


While amehorating the structure. we must devote great 
efforts to grasping well the full utihzation and rational 
allocation of the essential clements of production and 
definitely strive to uphift the economic effects 


( Improvement and rectification must be integrated 
with deepening the reform. While continuing to tightly 
grasp improvement and rectification. we must gradually 
enlarge the steps and proportion of the reform In reform 
it 18 Necessary on the one hand to attach importance to 
the policy's nature of continuity and stability and to 
avoid hastily negating the past reform measures under- 
taken and on the other hand we must take note of the 
negative effects of certain reform measures taken and 
actively probe for measures and piloting work to 


ECONOMIC 24 


improve the reform Reform arrangements should be 
changed from the past practice of “crossing the river by 
groping the hidden rocks” to the formulation. on the 
of summarizing all the past reform experiences, of 
medium-term and term rules, fiaing the major 
points of reform for each period as well as the various 
hinds of comprehensively coordinated reform measures. 
and pushing the smooth progress of the reform. In 
deepening the reform, it must be beneficial to read: 
justing the structure and elevation of the macroeconomic 
effects. it must be beneficial to rationalizing the distr: 
bution relations between the state, the collective, and the 
individual, it must take progress in technology as an 
important target of the reform, and establish an eco- 
nomic environment and economic mechanism which 
=> SS the en se's enthusiasm for secking tech- 
egarding industries of the techno: 
—* —— wisdom-intensive type a heavily slanting 
policy toward them should be implemented We must 
extricate our economy from the old road of high accu- 
mulation, low effect, high input but low output Simul: 
taneously with continuing the enlivening of the micro- 
economy, emphasis must be laid on strengthening and 
perfecting macroeconomic control, and appropriately 
centralizing financial power and material power to 
enhance the central government's ability in adjusting 
and controlling the gross volumes. 


In our opinion, the reform measures to which we should 
give priority in the recent period are: |) Perfecting the 
social security system. If the reform in this connection is 
not first carried out, other reforms cannot proceed in a 
stable environment and structural readjustment cannot 
be extensively developed 2) Price reform. If there 1s no 
price reform, other reforms may run aground and 
become out of shape. Price reform should be of use in 
reducing financial subsidies. We should grasp hold of the 
current rare opportunity of the casing of the market 
contradictions in supply and demand and under the 
preconditions of doing a good job in comprehensive 
balancing. part) larly balancong in the sector of credits 
and loans. to actively, steadily and by steps push forward 
the measures in price reform 3) We should improve and 
develop the enterprise contracted operational respons:- 
bility system. further arouse the enterprises’ enthusiasm 
in self-development and self-control, and smooth out the 
various internal relations of the enterprises 


1) Administrative measures should be integrated with 
economic and legal measures. Since the reform and open 
door. our country’s economic structure and operational 
mechanism have developed many changes. First, many 
kinds of economic constituencies and operation forms 
both with the public ownership system as the main body 
are cocxrsting at the same time. second, the scope and 
functions of the markets have clearly expanded. third. 
the plurality pattern in economic interests has been 
formed. and fourth, the autonomous power of the local- 
ities and enterprises has expanded, thus initially forming 
economic control at various levels. The above changes 
demand of us to establish a healthy macroeconomic 
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adjustment and control system In the process of formu: 
sam, adjusting and controlling the economy. we 
should work in accordance with the objective economic 
law, self-consciously obey and employ the law of value. 
comprehensively employ economic. legal. and adminis: 
trative measures to enhance the scientific character. 
character of promptness and effective character of mac: 
roeconomic policy Making and Management and thus to 
push forward the sustained. stable and coordinated 
development of the economy 


E Improving the economic environment and impros ng 
the social environment should be integrated Severa 
years ago. when ideas of capitalist liberalism overran the 
whole country many ugly phenomena appeared in 
society. The il] wind of “all for the sake of money” 
dominated the whole nation How to establish a new 
value concept and morality concept and rekindle the 
people's spirit are also problems currently needing solu- 
tion We should grasp improving the economic environ: 
ment with one hand and improving the social environ: 
ment with the other hand, while leadership at \arious 
levels should perform well the job of establishing an 
honest administration. improve the leadership air and 
atmosphere. unite the extensive people's masses. and 
fight — society's evil phenomena It is necessary to 
strengt ideological education. expound the superior 
traditions of self-regeneration. engage in hard and diffi- 
cult struggle. and upbuild the nation. and do all work in 
diligence and frugality. and stir up the masses’ pow- 
tivism. enthusiasm. creativeness. self-respect. and self- 
confidence 


Differing Views on Tax, Profits Separation 
GICEOSO4A Beying JING GUANLI/ECONOMIK 
WAN AGEMENT) in Chinese No 1 S Jan 91 pp 5-63 


[Article by Yang Peixin (2799 1014 2450) “The Issue of 
Separating Taxes From Profits Requires Thorough 
Examination’) 


[Text] 1. Burdens Enterprives Must Bear 


Two completely different estimates exist today about the 
future of enterprises. One estimate holds that enter- 
prises’ retained profits will increase vear by year. and 
that the financial independence and autonomous finan- 
cial resources of enterprises will steadily expand The 
basis for this view 1s that in 1978 the retained profits rate 
for state-owned enterprises of only 3.7 percent rose to 
$$.3 percent in 1989 Retained profits increased from 
2.8 billion yuan in 1978 to 69.76 billion yuan in 1989 
However. the estimate arnved at in some provincial and 
municipal economic committee discussion mectings 1s 
that the external environment for enterprises is 
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becoming harder rather than easier Some enterprises are 
even experiencing the greatest difficulties they have 
faced in the past 10 years 


Just what situation do enterprises find themselves in” 
What are their tax burdens” 


From February through June 1990. the Chinese Indus: 
trial Economy Association and the State Council's Pro: 
duction Committee surveyed 229 industrial enterprises 
in 14 provinces and cities Included in this survey were 
large. Medium and small enterprises. and it covered 
state-owned. collective. and rural enterprises. Their anal: 
ysis showed that the state levies taxes on state-owned 
enterprises at four successive stages 


First 1s taxes on costs In 1989. 193 state-owned enter: 
prises carried as costs 287 million yuan in land use taxes. 
vehicle and ship use taxes, real estate taxes, printing 
lares, resources taxes. and a special tax on the burning of 
petroleum for fuel This was 243 million yuan more than 
the 44 million yuan in taxes paid in 1986. a 5.5 fold 
increase Tax and interest payments added 940 million 
yuan to enterprises costs 


Second is the lev) ing of a transaction tas on sales income 
that amounts to approximatels half or more of the net 
income that enterprises realize The § 351 billion yuan in 
taxes on sales that the 193 state-owned enterprises paid 
in 1989 amounted to $6.1 percent of the profits and 
taxes that thes took in. up 29 percent or |. 2 billhon more 
than in 1986 


Third 1s the lev ying on profits of a contracted profits tax 
(financial units do not recognize contracting They carry 
revenue from this tax on their books as income taxes and 
regulation taxes) In 1989. the 193 state-owned enter- 
prises paid | $5 billion in such taxes, or 16.3 percent of 
the profits and taxes thes took in Repayment of 970 
million in special-purpose loans amounted to 10.2 per- 
cent of profits and taxes realized Taking profits realized 
as 100. these two items took away 60 percent of profits. 
+°.? percent im moome taxes and 22.3 percent for the 
repayment of loans 


Fourth « taxes for the “two funds” collected from 
after-tax profits. namely the energy and transportation 
key construction fund. and the budget regulation fund 
In 1989. the 193 enterprises paid $40 million vuan in 
taxes for the two funds This was 284 million yuan more 
than the 256 million yuan they paid in 1986 fora 11! 
percent increase In addition. vanous subsidies. sub- 
scriptions to vanous bonds. and the payment of con- 
struction taxes and bonus taxes have to be paid out of 
retained profits Such payments totaled 146 milhon yuan 
in 1989. 92 millon yuan or 37.8 percent more than in 
1986. Payments for the “two funds” and for these other 
purposes totaled 9 2? percent of profits and taxes realized 
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The above table shows that various taxes. capenses. 
interest. and bonds collected through taxes on costs and 
taxes on transactions first reduce enterprises profits 


retained profits amounting to practically —*8 In 
1989, 65 of the enterprises, or 43.7 percent, per 
capita retained profits of 1.000 yuan or more. W. or 15 5 
retained profits of between 600 


pay staff member and 


In 1990, the General Department of the State ( owncs! 
Office conducted a two month survey of YW enterprises 
in two provinces and five municipalities I compiled 
statistics on various taxes and fees. and various funds 
and bonds that enterprises must buy This surves 
showed a year-by-year increase in recent years in the 
newly levied kinds of taxes and fees. In 1978. there were 
only seven taxes and fees, in 1986. there were 27. and in 
1989. the number increased to between 40 and 8) China 
Industrial Economy Association statistics show that in 
1978 the state collected only two taxes and fees from 


taxes). Following the « cond step im the change from 
s © payment of taxes, the number 
increased to seven (product tax. value added tax. bus). 
ness tan, resources tan, sali tax, income tar, and regula. 
tion tax). In 1989, the number of taxes increased to 20 
and the number of fees increased to more than 60 for a 
total of somewhat more than 80. Some provincial and 
municipal economic committee discussion mectings 
pointed out that the various taxes and fees now total 
more than all the profits and taxes that enterprises take 
in| Transaction taxes should be restored to thei former 


normal level Analyses shows the transaction tana as a 
percentage of profits and taxes realized amounted to 19 
percent in 1984. $4 percent in 1988. 61 percent in 1989, 
and 78 percent during the first half year of 1990. In 1990, 
industrial production nosedived, M4 percent of all enter- 
prises showing lowes. and only $0 percent of enterprises 
showing tiny profits Nevertheless, government revenues 
continued to rive For the root to shrivel while the 
branches flournsh is an catremely abnormal condition. 
but this 1s the result of government's greater tax levies on 
costs and sales income 


Have enterprises retained profits increased” 


The analysis of the General Department of the State 
Council Office «= During the past several years. enter- 
prises’ nominal profit retention has nisen. bul enter- 
prises’ actual profits have declined as a result of state 
levies for energy. transportation. key construction funds, 
the budgct regulation fund and an increase in payments 
of other capenses from retained profits 


The China Indusinal Economics Association poimted 
out that since institution of the contract management 
responsibility system. enterprises have had a chance to 
catch their breath and this has advanced development of 
industry and the national economy During the past two 
years. however, many policy Measures have come out 
that have taken back advantages that enterprises gained. 
Since the last half of 1989. the problem of too heavy 
taxes and fees has become increasingly intense 


The reason then analyens differs from that of govern- 
ment financial departments 1s The association figured 
tax collections as part of profits and taxes realized, and 
the taxes and fees paid out of retained profits were 
included as gov crnment revenues However, government 
financial departments treated the “two funds” that gov- 
ernment has collected as enterprises’ retained profits 
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Thus, they came up with the conclusion that the coun: 
iry's enterprises’ “laa burdens are not heavy” and that 
they are “lighter than in foreign countries © 


The Anhui Econom Committee calculates that the 
Ministry of Finance “takes four cuts” out of enterprises 
lt takes three percent from costs, 70} percent from sales 
income, 14.47 percent from profits, and 12.2) percent 
from retained profits Government financial department 
figure only the 14.47 percent taken from profits and do 
not discuss the rest. No wonder that they come to the 
conclusion that enterprises’ retain profits of $5.) per. 
cent 


Enterprises actual retained profits have fallen from 
1,122 yuan to 742 yuan per capita. Sadly, despite state 
contracting with enterprises in an effort to increase 
enterprise vitality. the government takes back more 
money through taxation Not only does this produce a 
slide in industrial production and difficulties in the 
national economy bul it has made it difficult for enter- 
prises to Maintain simple reproduction 


The General Department of the State Council came to 
the following conclusion It recommended that agencies 
concerned use a readjusiment of taxes as a means of 
reducing tax and fee burdens The China Industral 
Economy Association concluded that just as the peas. 
ants burdens have been reduced. sw should specific 
proposals be made on the problem of lightening the 
burdens of industrial enterprises It recommended mod- 
eration. completely straightening out cxrsting taxes and 
fees in a single effort Certainly thes idea has the interests 
of the country. the people. and the overall situation in 
mind. and it 1s also a fair. reasonable. and workable idea 
It should become the starting point in our consideration 
of the separation of taxes aad profi 


2. The Substance of Separation of Taxes and Profits As 
2 Oe ee 


Since the announced purpose of ‘separation of taxes and 
profits. after-tax contracting. and after-tax repayment of 
loans” 1s further perfection of the contract system. and 
draws on advantages of both the contract system and 
payment of taxes in leu of delivery of profits, 1 should 
be the direction for future enterprise reform Let us make 
a concrete analven of the facts obtained from pilot 


projects 


(A) Is perfection of the contract system the goal of the 
separation of taxes and profits” 


(Comrades who advocate a separation of taxes and profits 
have the following to say “The separation of taxes and 
profits 1s a perfection and development of the existing 
enterprise contract responsibility system rather than a 
measure than runs contrary to it” Pilot projects revealed 
that in the separation of taxes and profits. enterprises 
have to pay a 35 percent income tan rate, which isa very 
high tax rate Under these circumstances. the number of 
enterprises able to do after-tax contracting is very small 
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Siatistics on pilot prajyect enterprives show those lacking 
the afler-tax profits needed to do contracting number 
4} percent in Chongqing, 60 percent in Viyang, and 70 
percent in Mudanjang City In some areas the per: 
centage is clove to 80. Consequently, once taxes and 
profits are separated, contracting sops as a practical 
matter 


The separation of taxes and ts and the contracting 
sysiem are two entirely di 1 systems. One is the 
“separation of taxes and profits” for the purpow of 
increasing government revenues. the other is the con. 
iracting system that has as its purpose the building of 
enterprises that can operate independently that produce 
their own accumulations. and that have thei own devel: 
opment mechanism These two are mutually exclusive 
The tar and profits separation proposal actually aims at 
toppling and negating the contract system rather than 


perfecting it 


(B) The separation of taxes and profits is for the purpow 
of reviving the income tan system. ft is the third step in 
a change from the delivery of profits to the payment of 
taxes 


The Chongqing pilot project on the separation of profits 
and taxes refused to yield an inch on the levying of an 
income tax. however. there could be zero afler-tax con. 
tracting. or even refunds to the treasury Some flexibility 
in the after-tax repayment of loans was also permitied It 
one could not repay half after taxes, a 40, WO, 20. of even 
10 percent repayment was permitted Clearly the focus in 
the separation of taxes and profits was on the revival of 
income taxes After-tax contracting. however, was just a 
sham After-tax loan repayment also took a back scat 
Thus. we can say that taxes are an ulterior motive 
specifically a revival of the income tay 


Comrades who advocate a separation of profits and taxes 
ve a straightforward response Some people condemn 
nancial units. claiming that the real intention in sepa- 

rating taxes and profits is to revive the income tax We 

do not deny that this is 80, nor is there any need to be coy 
about it. Implementation of the second step in the 
change from delivery of profits to payment of taxes in 

1983 and 1984 brought about an increase in various 

transaction taxes. Now. financial departments are try ing 

to use the levying of an income tax as the basis for using 
the contracting of profits as a replacement for the former 
regulation tax. Thus, this 1s actually the third step in the 
change from delivery of profits to the payment of tarcs 

It produces a more stringent system of multiple tar rates 

and multiple burdens. including the income tax. theretyy 

taking away virtually all of enterprises profits in the 
renewed implementation of the system of unified state 
control over receipts and capenditures 


(C) What ws the goal of the separation of taxes and 
profits” 
A comrade in the Yancheng Planning and Econom 


Committee in Jiangsu Province said The plan for sepa- 
rating taxes and profits lowers the income tar rate from 





JPRS-C AR-91-028 
22 May 1991 


55 percent to 45 percent, and abolishes the regulation 
tas On the surface, 1 appeared to reduce enterprises’ tan 
burdens, actually tases increased First comes an 
increase in the base figure used in collecting the income 
tax In the system of betore-tax repayment of loans, the 
income tan is figured afler repayment of loans With the 
separation of taxes and profits, however, the income tax 
is figured first, and then loans are repaid out of profits 
remaining State-owned indusinal enterprises within 
budget in Vancheng pay profits of 23.378 million yuan 
Were the separation of taxes and profits to be instituted, 
they would have to pay 44.862 million yuan in a 75.09 
percent imerease in this portion of taxation In 1989. 
Yancheng industrial enterprises paid 18.112 yuan into 
the energy and transportation fund, and into the budget 
regulation fund With implementation of the separation 
of taxes and profits, they would have to pay 20,828,800 
yuan. up 37. 83 percent: Payments of taxes and profits as 
a percentage of net income would increase 11 19 percent 
from 63.88 to 75.05 percent 


Comrades in the Anhui Provincial Economic Committee 
estimate that the separation of taxes and profits would 
mean a 20.46 million yuan, or 40 percent, increase in 
14° enterprises’ payments to the treasury Under this 
situation. one-fifth of enterprises would have after-tax 
retained profits that would be less than 1988 even if they 
did not repay loans. and they would have no profits for 
contracting. For the province as a whole, 77 percent of 
1.271 industrial enterprises within budget would have no 
profits to use for contracting 


Profits paid by industrial enterprises under ownership of 
the whole people that are within budget nationwide now 
account for 1.5 percent of total government revenue 
Even if all retained profits were turned over to the 
government. they would still amount to only five percent 
of total revenue Given this situation. the separation of 
taxes from profits would needlessly stifle enterprises 
without helping eliminate the government deficit Ina 
strategic sense. the gain is not worth the loss 


Benefits gained from the separation of taxes from profits 
in Chongqing during 1988 were rather good. so some 
people regard this as proof that the separation of taxes 
and profits 1s truly beneficial, However. in that vear. the 
output value and sales receipts of industrial enterprises 
in Chongqing mecreased less, however, in enterprises 
practicing the separation of taxes and profits than in 
contracting enterprises Furthermore. the increase in 
profits in enterprises practicing the separation of taxes 
and profits in 1988 denved from a rise in television set 
prices in 33 percent of cases) Some comrades only take 
into consideration the sharing of benefits when partic- 
ular things improve as the general situation improves 
They do not take into account what 1s to be done when 
particular things get worse when the general situation 
ects worse Actually. the separation of taxes and profits. 
and the figuring of income tax payments at different 
rates 1s a system that encourages enterprises to “eat out 
of a large common pot” When profits are large. they pay 
much. when profits are little they pay little. when there 
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are Ho profits, they pay nothing, and when they incur 
losses, they ask the state to make them up Consequently. 
enterprises that are well operated usually select con- 
tracting while losing enterprises prefer the separation of 
lares and profits 


(D) The separation of taxes and profits, and the con 
tracting system are two different mechanisms 


The separation of taxes and profits is an effort to change 
the way the “cake” is divided, giving the government the 
largest piece Tt is a change in distribution proportions 
The contract system encourages the making of a large 
“cake,” most of it going to the state, a smaller portion 
going to enterprises, staff members, and workers When 
separation of taxes and profits is first instituted. it can 
truly increase revenues in some countries. bul this ines- 
itably dampens the enthusiasm of staff members and 
workers. No one wants to make a “big cake” any longer 
The increased revenues fade fast. To use the jargon that 
financial departments use. separation of taxes and 
profits is “unleavened dough” The matter to be con- 
cerned about is how to cut up this lump of unleavened 
dough By contrast, the contracting system is “leavened 
dough © the matter to be concerned about 1s how to make 
it rise to make a bigger “cake” from which everyone gets 


a larger piece 
(E) Prospects for separation of taxes and profits 


The goal of separation of taxes and profits 1s to get more 
money for the government: However. there 1s only so 
much money. and the more the government takes the 
less retained profits for enterprises At the Mudanjiang 
pilot project, enterprises’ retained profits fell 17.2 per- 
cent. and at the Nanyang pilot project. enterprises’ 
retained profits fell 8.77 percent In only 23 of $5 
Chongqing enterprises that separated profits and taxes 
did production development funds increase in 1988 over 
1987. In 1989, only four showed a shghi increase In all 
the others a decline occurred 


The three years of pilot projects in the separation of 
taxes from profits were a re-enactment of the 1983 
process whereby the change from delivery of profits to 
the payment of taxes led to a shde im enterprises 
economic returns. With the 1983 change from the 
delivery of profits to payment of taxes to the state. and 
the second step of this program in 1984. the state took in 
more revenue, but enterprises’ retained profits declined 
and funds invested in the expansion of reproduction 
declined. This finally resulted in a 22 month slide in both 
enterprises’ actual profits and revenues paid to the 
treasury, forcing the State Council to declare a halt to the 
change from delivery of profits to payment of taxes in 
1987. and a change to promotion of the contract sysiem 
The present pilot projects for the separation of taxes and 
profits. which began in 1988 re-enacted in Chongqing 
and Mudanjiang the same process that occurred in the 
change from delivery of profits to the payment of taxes 
They killed the goose that lay the golden eggs. and once 
the goose was gone. there were no more golden eggs the 
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following year For enterprises to retain a little more 
profit is certainly not a bad thing at all. In conducting the 
financial affairs of the country, one cannot simply think 
in terms of more revenue for the current year, bul in 
terms of getting More revenue in years to come The 
principle of “having to give in order to get” is the 
dialectic method in the conduct of financial affairs One 
cannot resort to short-term actions simply because one is 
curreatly facing financial difficulties. The State Council 
permitted pilot projects on the separation of taxes and 
profits in only limited areas rather than promoting them 
without careful consideration. This was wise Otherwise. 
in the situation of a market slump, it would have dealt 
enterprises a mortal blow In addition. it is suggested 
that henceforth there should be no further espousal of 
“separation of taxes and profits, after-tax contracting. 
and after-tas loan repayment’ as being the onentation of 
development of enterprise reform and the contract 
system. This is because such formulations not only lack 
a theoretical basis. are not backed by successful pilot 
projects. and may obscure the goals of reform 


\. Theoretical Basis for Separation of Taxes aid Profits 


Some people regard Marx's analysis of the function of 
social administrators, and the function of owners in a 
socialist country as being the theoretical basis for sepa- 
ration of taxes and profits. This does not hold water 
This 1s because what Mars was talking about was the two 
aspects of the role of socialist countries, he did not 
mention the idea of separation of taxes and profits The 
two ideas of a change from the delivery of profits to the 
payment of taxes. and separation of taxes and profits are 
an imprecise and an unscientific capsulization of the 
state of affairs in capitalist countnes. Private enterprises 
under the capitalist system can only pay income taxes. of 
course. They do not deliver profits to the state. Profits 
belong to the owner of the private enterprise No situa- 
tron exists of a separation of taxes and profits in which 
ihe state collects both taxes and profits. Taxation of 
private enterprises in capitalist countries may take the 
form of income taxes and direct taxes. or 1t may take the 
form of transaction taxes and indirect taxes In old 
(hina. there were only customs duties, the salt gabelle 
and consolidated excise taxes on certain staples. no 
income taxes were collected. Thus. state levying of both 
an income tan and collection of profits from enterprises 
does not exrst (nf capitalist countnes. China’s current tax 
system collects taxes on enterprises total profits and 
taxes. te. it levies an approximately 60 percent transac- 
tion tax, and also collects profits on contracting. Is this 
not the separation of taxes and profits” To say that this 
is still not the separation of taxes and profits, and 
insisting on changing to the levying of a transactions tax 
first and then levying an income tax followed by a 
demand for contracted profits 1s nothing more than 
secking a pretext for levying an additional income tax on 
enterprises 


The separation of taxes and profits both takes away 
enterprises) retained profits. resulting in enterprises 
having no ability to accumulate funds themselves. and 
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also Makes enterprises repay loans afler taxes Hf enter: 
Prises are unable to repay loans afier taxes, they have no 
chowe bul to make no further loans. This means that 
enterprises lose their ability to accumulate funds, their 
ability to transform themselves, and their ability to 
develop themselves from either internal of external 
sources Tt blocks channels whereby enterprises can 
expand reproduction and maintain sample reproduction 


In defense of the validity of separation of taxes and 
profits. some people propound the theory of the state as 
the principal investor as a means of refuting the theory of 
enterprises as principal investors They regard enter: 
prises under ownership of the whole people as principal 
investment entities, and they make an enterprise's 
ability to accumulate funds itself, transform itself, and 
develop itself the goal of enterprise reform and a mark of 
the sufficiency of enterprise reform 


Actually. whether or not one recognizes enterprises right 
to expand reproduction, and the function of enterprises 
in accumulating funds themselves and developing them- 
selves is where the differences about adhering or not 
adhering to reform lies 


Prior to reform, the state was the principal investor in 
the «xpansion of reproduction in China At that time. 
approvimately 90 percent of enterprises’ profits were 
within budget. even depreciation was part of state 
budaet This meant that not only in the expansion of 
reproduction, but also in simple reproduction, the state 
was the principal investor, Under this system. the state 
constantly) levied new assessments. bul some new 
projects were built. some grew old, and some were 
scrapped The return on investment in new projects was 
approximately 40 percent lower than from the remod- 
cling. expansion. or technical transformation of enter- 
prises. As the Third Plenum of the | 2th Party Central 
Committee pointed out, the vanous shortcoming of this 
system showed up in a concentrated way in the lack of 
Vitality of enterprises. After more than 40 vears in which 
the state was the main investor. the USSR finally had no 
choice bul to undertake cconomic svstem reform Prac- 
tice has shown capansion of reproduction in which the 
state 1s the main investor to be unsuccesstul 


By the end of 198°. the contract ostem clearly became 
the center and the emphasis of enterprise reform Pror 
to contracting. enterprises had no accumulations The 
contract system proceeded from realities It was 
acknowledged that. as before. the government taxed at 
fixed rates on three levels (costs, sales, and retained 
profits), Only in the payment of profits was a halt called 
to the use of the payment of income taxes at fixed rates 
Contracting was done according to the highest vear for 
income iax Payments. and vear-b-vear increases were 
also acknowledged, “firm quotas contracted. arrears to 
be recompensed © This ensured no reduction in govern. 
ment revenues and no lesser amount collected, and also 
allowed enterprises. staff members and workers, to go all 
out to create excess (beyond the contracted quota) 
profits. Thus “the more created the more retained” 
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snowballed into enterprises own accumulation and own 
development mechanism It enabled enterprises gradu- 
ally to become the main investo, in the expansion of 
reproduction Ht also used the development of produc: 
tion as a basis for gradually improving the standard of 
living of staff members and workers. The state made no 
concessions on either taxes or profits Instead it used 
contract quotas and year-by-year increases. neither 
forcing Nor giving way to ensure fiscal revenues Profits 
over and above contracted quotas did not come out of 
the state The state semply provided a policy whereby the 
more profit an enterprise made. the more it retained By 
no means did enterprises take financial revenues from 
the state 


When the change from delivery of profits to payment of 
taxes Was instituted, the moome tax rate was set at $$ 
percent. In practice, however, only 28 percent of enter: 
prises’ profits were collected In the present separation of 
taxes and profits. this has increased to 35 percent, 
taxation at fixed rates instituted at four levels (costs, 
sales, profits, and retained profits) An additional large 
chunk 1s collected on top of the orginal 90 percent levy 

This puts at end to the idea of enterprises’ “greater 
retention of greater profits ” Since they may not retain 
excess amounts, enterprises have no way out Nothing is 
retained for enterprise accumulations. enterprise tech- 
nical transformation has come to a halt. labor produc- 
tivity rates cannot be raised. and enterprises have no way 
to provide greater accumulations Inevitably. the result 
is that enterprises themselves cut off avenues to pros- 
perity. It must be realized that the state is currently in 
financial difficulties. However. the reason is not that 
enterprises are paying too little. but rather that the state 
apparatus is huge. with too many personne! and a 
ballooning of agencies Budgeted funds are now used 
mostl) for sustenance State investment in economic 
construction has remained for many years at the 435 
billion yuan level, while the internal and external debt 
and bank overdrafts have reached 40 billion yuan Bud- 
ected funds are used mostly to mect day-to-day cxapenses. 
expansion of reproduction depends on loans and over- 
drafts for the running of a deficit operation The energy 
and transportation fund. and the budget regulation fund 
that enterprises pay for are used but extremely little for 
construction. Mostly these funds go for day-to-day 
expenses Therefore. even were a little more income tax 
to be collected from enterprises. it would not likely play 
a role in expanding reproduction It would sull be used 
mostly for public consumption payments Actually. 
would play a role in turning enterprise accumulations 
into public consumption. Since the fiscal deficit 1s cre- 
ated by the huge size of state agencies (approximately 40 
million people cat state-provided grain). the only way to 
gct rid of the red ink 1s to pul into practice the sircam- 
lined administration that Chairman Mao proposed in 
194) Further surgery on enterprises that already bear a 
heavy burden will not extract a littl more profit from 
them in the end. and will not help the overall situation 
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4, Consequences Ensuing From the After: lax Payment 
of Loans, 


Comrades who advocate the separation of taxes and 
profits, afler-tax contracting, and after-tax debt repay. 
ment declare that afler the separation of taxes and 
profits, enterprises will be able to develop themselves. 
bu. "Ow themselves, and make repayment out of 
afler-tay ts Such enterprises will then become 
“main investors They also say that the present system 
whereby before-income tax profits make repayments 
Means that enterprises themselves borrow money. but 
the state repays the money for enterprises oul of income 
taxes. Actually thes is distribution in advance, the initia. 
tive for anticipated fiscal expenditures being totally in 
the hands of enterprises with the state being in a passive 
position Consequently, enterprises have no scruples 
about borrowing. 


Comrades who advocate a separation of taxes and profits 
say that once a separation of taxes and profits is in effect. 
when the economy is in difficulty and enterprises’ eco: 
nomic returns decline, the state will be able to share risks 
jointly with enterprises, helping enterprises get through 
the difficulties They can enjoy benefits together and 
share risks enabling the country to regulate the economy 
and enterprises to develop production However. after 
the 1989 market slump and the side in production in 
Chongqing. profits declined § 58 percent in 128 enter: 
prises practicing the separation of taxes and profits. but 
government revenues from income taxes still increased 
9.8 percent. Except for collecting more income taxes. the 
government showed no other real signs of helping enter- 
prises get through the difficulties 


Some people say that by repaying loans afier taxes, 
enterprises can become principal investors A Chongqing 
Economic Commitice analysis shows that the state taxes 
away between 85 and 90 percent in enterprises net 
earnings. leaving them only between 10 and 15 percent 
Enterprises use this remaining percentage to pay staff 
member and workers non-staple food subsidies. to pay 
for wage changes linked to wage rises, as well as to pay 
ever rising medical treatment fees. and to help staff 
members and workers who do not have cnough to live 
on. etc Little remains for enterprises’ technical transfor. 
mation. Furthermore. increases in profits under the 
revision would also be taxed at a fixed rate, between 85 
and 90 percent having to be paid to the government The 
orginal method permitted repayment of loans after 
product taxes and before income taxes. however. the 
change to payment of loans before taxes to repay ment of 
loans after taxes called for in the separation of taxes and 
profits has blocked this avenue Asa general rule in other 
countnes, the funds for the development of production 
must be at more than 20 percent of net income before 
self-devclopment becomes possible 


With the implementation of separation of taxcs and 
profits. enterprises would have neither profits to con- 
tract nor the resources to repay loans. The direct conse- 
quence would be that enterprises would no longer want 
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lo undertake technical transformation or increase invest 
ment This would lead to a slowing and stagnation of 
technical progress, which would bring about a shrinking 
and a regression of the national economy. Not only 
would it be impossible to ensure government revenues, 
bul anew slide in revenues might occur, Realization of a 
change im the position of enterprises to that of main 
investor would become empty talk. 


Comrades who advocate separating of taxes and profits 
show theoretical contradictions of all kinds. When they 
explain that enterprises simply should not have the 
function of accumulating their own funds, they refute the 
contention that enterprises under ownership of the 
whole people should be main investors. When they want 
enterprises to repay loans after taxes and also decl: ¢ this 
to be a change if position to main investor, they are 
calling for enterprises to become main investors. Actu- 
ally they want enterprises to become the main entity 
repaying loans Some people even go so far as to arbi- 
trary assert that “disadvantages to repayment of loans 
before taxes outweigh * and that there is no 
international precedent for this.” In fact. however, 
repayment of loans before taxes happens to be the usual 
practice in all countries of the world 


The advantages and disadvantages, and the gains and 
losses from payment of loans before taxes must be 
considered im terms of the country’s specific circum. 
stances During the period immediately following liber- 
ation, we copied the methods of the USSR to amass 
funds for the building of heavy industry and national 
defense industries We set the depreciation rate for 
existing enterprises very low, and we made depreciation 
funds a part of the national budget. We had no choice 
but to do this at that time The country’s depreciation 
rates remained very low mght up until 1978, and the 
depreciation period ran for 25 or 30 years, or more In 
|YSS. the depreciation rate for industrnal enterprises was 
raised to § 3 percent. and replacements of plant could be 
made only after approximately 20 vears. This was about 
double the time in the United States, Japan, and France 
Enterprises in western countries carry depreciation as 
part of costs First they use depreciation funds to repay 
loans. after which they pay income taxes, repaying loans 
before taxes. As a result of price mses in China, the 
replacement value of fixed assets 1s generally 1.6 times 
their orginal value Nevertheless, local authorities in 
charee take a portion of this small depreciation fund 
The state carnes depreciation funds outside budget. 
collecting 1S percent of them for the energy and trans- 
portation fund. and 10 percent for the extrabudgctary 
regulation fund When this money in invested in replace- 
ment and transformation, a construction tax 1s collected, 
bonds must be purchased. and various assessments are 
added Consequently. the actual depreciation fund 
amounts to only one-sixth of the figure that should be 
withheld 


Following World War I world science and technology 
advanced rapidly and products changed with cach 
passing day 


Thus. western countnes instituted rapid 
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depreciation. China's depreciation period is overly long, 
insufficient funds are withheld for depreciation, and 
enterprise profits are false. They actually include costs 
that eat up capital. It has been estimated that they eat up 
approximately 60 billion yuan of capital each year This 
makes national income false Iisa litile like a dragonfly 
cating its own tail, The countries of the world ensure 
simple reproduction as a means of expanding reproduc: 
tion. In China, by contract, the hollowing out of simple 
reproduction capital is used to expand reproduction 
This violates objective economic laws for the expansion 
of reproduction, placing emphasis on new construction 
while shighting technical transformation. A number of 
new projects are built, others get old, and still others are 
scrapped. Investment is large, but output ts shght) The 
emphasis is on extensive expansion of reproduction 
while shghting intensive expansion of reproduction 


During 10 years of reform, to increase output of new 
products and accelerate technical transformation, we did 
not have the time to effect a fundamental reform of the 
depreciation system. All we could do was make adapta- 
Hons, L.¢.. adapt to a situation of increasing the portion 

. a 
of the national income distributed to the peasanis. staf! 
members and workers, and individual households. 
absorb sayings deposits from banks. and issue interme: 
diate and short-term equipment loans (subsequently 
called technical transformation loans) to enterprises 
issuing 170 billon yuan in such loans in 10 years. At the 
same time. enterprises were permitted to use returns 
from the new equipment they purchased to repay loans. 
which 1 to say repay loans before paying taxes. This 
accelerated technical transformation of enterprises, new 
products coming out in an endless stream. Consequent!s 
the market supply of light and textile industry products 
became ever more abundant Increased profits of enter- 
prises cach year must include results of newly purchased 
equipment. Since this portion increased as a result of 
bank loans. the principal and interest should be repaid 
first. Once the loans have been repaid, this portion of 
profit should revert to the government Actually. the 
portion derived from the levying of a transaction tax on 
new products. and the portion of increase on retamned 
profits has already become increased government rev- 
enuc. Without investing so much as a copper, the trea- 
sury realized a net increase in two pieces of revenuc 
After full repayment of loans. the portion of profits used 
to repay loans also became government revenue This 
was extremely advantageous for the government How. 
ever, government financial units are accustomed to 
having the government disperse all funds invested. with 
all interest being paid to the government. Even though 
80 percent of enterprises’ net income reverts to the 
government and |0 percent goes to banks for the repay- 
ment of loans, 1 still wants to gct the principal and 
interest on this 10 percent. letting enterprises make 
repayment out of retained profits Thus. government 
financial units advocate separation of taxes and profits 
after-tax contracting, and after-tax debt repayment’ 
Clearly. this «8 a short-sighted view that takes into 
account only parochial rather than overall interests. and 
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looks only at the present rather than the future. If not 
only the main door of an increase in depreciation rates is 
not opened while the rear door of before-tax loan repay: 
ment is kept tightly shut, enterprises’ technical transfor- 
mation ts bound to come to a halt, and simple reproduc: 
tron will be interrupted bringing about a shrinking of 
productivity, Consequently, simply putting an end to 
before tax loan repayment is not desirable. The General 
Department of the State Council Office “Investigative 
Report on Large- and Medium-Sized Enterprises’ Prob- 
lems” fairemindedly pointed out that policies and mea- 
sures that invigorated large- and medium-sized enter: 
prises cannot be lightly changed without stifling the zeal 
of enterprises. It recommended, first of all, recision of 
the policy that permits the collection from major over- 
haul and depreciation funds of an energy and transpor- 
tation fund and a budget regulation fund. The 40 percent 
depreciation fund that units in charge in some areas have 
amassed should be entirely returned to enterprises. oF 
regulations should strictly require that it be used for the 
replacement and transformation of enterprises’ facilities 
to maintain enterprises’ simple reproduction capabil- 
ties Second, to change the situation in which enterprises 
devour their own capital, and to speed up renovation 
and transformation, it recommended a readjustment of 
fixed assets depreciation rates on the basis of the size of 
the difference between net value and orginal value while 
continuing to adhere to industrial policies and inst 
tuting differential depreciation. The time 1s not yet ripe 
to promote separation of taxes and profits and after-tax 
repayment of loans. | beheve that these demands are 
apropos. they should receive serous attention 


Li Vining Discusses Planning, Quotas, Markets 
VIC 04624 Bequne JING LILUN YU JING 

GUL ANLIJECONOMIC THEORY AND BUSINESS 
WAN AGE WENT) in Chinese No 1. 28 Jan 91 pp 2-8 


[Article by Li Yoning (0632 0110 1337) “Planning, 
Quotas, and Market Mechanism} 


[Excerpts] Proceeding from the unbalanced state of 
( hina’s economy. | explore the relations between plan- 
ning and the market from the perspective of uniting 
planning. coordination, and quotas. The law of valuc 
should be taken into account in all three areas. They all 
suggest that government management or regulation of 
economic activities constitutes regulation at a higher 
level. quite different from market regulation of the 
economy. In their regulation of the economy. there 1s 
always the question of “degree.” In any given objective 
economic situation, the extent to which planning regu- 
lates the economy supplements that of the market. How 
well the economy 1s operating decides the degree of 
planned regulation and market regulation As the objec- 
tive economic situation changes, the degree of regulation 
by the two should also be adjusted accordingly Finally | 
point out that if we fully understand the relations 
between planning and the market, we will not be 
obsessed with the idea of figuring out the optimal share 
of planning in the economy 
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Li Vining, professor, College of Business Administra 
tion, Beying University 


1. Premise of Discussion: The Reality of Imbalance 
[passage omitted] 


In an unbalanced economy, that is, in an economy where 
the market is deficient, information does not circulate 
freely, prices are not Mexrble, the supply of resources is 
limited, and enterprises are not tully energized, the 
trader must adjust supply and demand in hight of price 
information on the market He must also modify his 
supply and demand activities based on information 
relating to the quantity of supply (source of goods) and 
quantity of demand (sales) Quantitative regulation and 
price regulation coexist and are complementary 


The tangible expression of quantitative regulation ts 
quantitative quotas. or quotas. for short. Imposing 
quotas means allocating resources in accordance with set 
regulations. When demand exceeds supply, quotas can 
allocate what limited supplies or resources there are to 
the various parties on the demand side When supply 
exceeds demand. quotas allocate limited demand (sales) 
among the various parties on the supply side Balance 
achieved through quota 1s known as quota balance, a 
special kind of balance that 1s temporary and retroactive 
The position of this balance is determined by either 
supply or demand, depending on which ts smaller So 
quota balance 1s supply-demand shortage balance sub- 
ject to Quantitative restrictions Quantitative quotas are 
acceptable to traders because they achieve some sort of a 
compromise between the two parties in a situation of 
quantitative restrictions, a compromise from which they 
derive duc benefits 


When there 1s an imbalance. quantitative quotas are 
unavoidable Enther the government imposes quotas in 
accordance with a plan or the market spontaneously 
hands out quotas (allocating mm accordance with the 
principles of “first come, first buy” and “first come, first 
sell.) As a result, when people discuss the relations 
between planning and the market in a socialist cconomy, 
they almost invanably end up discussing the relative 
importance of spontancous market Quotas vis-a-vis 
planned government quotas While not without signifi- 
cance. this kind of discussion ts incomplete and one- 
sided. Most of the articles on this topic that | have come 
across thus far tail to discuss the relations between 
planning and the market other than in the context of 
quotas 


Il. Planned Quotas As Part of Socialist Planning 


Planning work consists of tice Major parts: planning, 
coordination. and quotas Planning refers to the formu- 
lation and execution of the macroeconomic develop- 
ment plan. Coordination means applying all tools of 
economic regulation im accordance with established 
policy goals and the macroeconomic development plan 
to regulate the relations between aggregate social supply 
and aggregate social demand the relations between dif- 
ferent sectors. the relations between regions, as well as 
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the income distribution relations between the various 
strata in society. In an unbalanced situation, when the 
market is unable to restore balance to the economy and 
18 Showing clear Weaknesses, Quotas are resorted to by the 
planning authorities to deal with the gap between supply 
and demand. As far as the national economy is con- 
cerned, planning and coordination are indispensable 
during any period of time. As for quotas, whether they 
are necessary or not depends on the circumstances in a 
given period of time. The more unbalanced the 
economy, the more extensive and more important 
quotas will be) When the economy becomes less lop- 
sided, quotas will decrease correspondingly. If the 
economy is already in a balanced state or is basically in 
a balanced state, there is no need for quotas 


Economic imbalance can take one of two forms. demand 
exceeding supply or supply exceeding demand For years 
in the past, the Chinese economy was unbalanced due to 
an excess of demand over supply. So the government 
introduced resource supply quotas The planning agence 
iS a Veteran in dealing with this kind of quota It may 
choose among the average principle. historical propor- 
tion principle, and objective principle. or use a combi. 
nation of all three 


Average principle’ When demand exceeds supply. allo- 
cate limited resources equally among the various 
demand units 


Historical proportion principle When demand exceeds 
supply. allocate limited resources im accordance with 
proportions already established in history or proportions 
used at some point in the past (by taking a particular year 
as base) 


Objective principle: When demand cxceeds supply, allo- 
cate limited resources in order of priornty and urgency 
giving preference to those who are regarded as impor- 
tant 


In this way. planned quotas represent a fairly satisfactory 
solution to the problem of resource shortages. provided. 
of course, they are applied in accordance with the above 
allocation principles. If the average principle and histor- 
ical proportion principle are misapplied, not only will 
the effective utshzation of resource be affected. but the 
adjustment of the product mix and industrial structure 
will also be affected. This is true for the following 
reasons. First, resources are scarce to begin with. If we 
further allocate the resources evenly between the vanous 
demand units or allocate them in accordance with an 
mappropriate ratio developed in the past, then resources 
are bound to be used in an inefficient manner. Second 
allocating scarce resources by dividing them equally 
among the various demand units or in accordance with a 
historical ratio will only perpetuate an irrational product 
mix or industnal structure, making adjustment even 
more difficult. If the objective principle 1s misapplied 
the result is that what should be protected is not pro- 
tected, what should be reduced is not reduced Priorities 
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become nonpnrorities, while nonprionties become prior- 
ities. Resource utilization will become even less efficient. 


For these reasons, the design and implementation of 
planned quotas are something that merits a lot of atten- 
tion. It must be stressed, however, that if supply and 
demand are in balance, quotas will either be unnecessary 
or have no effect. The only time when quotas are needed 
is when supply and demand are out of balance and when 
resources are limited. Only then will these issues arise: 
Which is more important, spontaneous market quotas or 
planned government quotas’? What should be the pro- 
portion between them? In short, quotas are just one part 
of economic activities and planned quotas are just one 
part of socialist planning work. It would be wrong to 
equate planning work with the design and implementa- 
tion of planned quotas, just as it would be wrong to 
equate economic activities with quotas 


In my opinion, both planned and market economies 
cover the whole society. Market economy covers the 
whole society because in a commodity economy, the law 
of value operates everywhere, including planned quota 
work. If planned quotas are to work, it must take into 
consideration the law of value and avoid removing 
planned quota prices from the demand of the law of 
value excessively. Planned economy covers the whole 
society because two of the three major components of 
planning work. planning and coordination, clearly cover 
the entire society. As for planned quotas, admittedly 
commodities under quota account for just a portion of 
all commodities (because quotas are imposed only on 
those commodities where there 1s a supply gap and where 
resources are limited) Bear in mind, however, that 
commodities are interdependent through their inputs. 
outputs. costs, and prices. Slapping planned quotas on 
some commodities will affect other nonquota commod- 
ities. Accordingly. the impact of planned quotas will also 
be felt throughout the entire society. This 1s something 
we must not overlook as we examine the relations 
between planning and the market. 


111. Unscientific Government Quotas Are a Distortion of 
Planning 


A new situation has arisen in the Chinese economy 
market sluggishness. Although market sluggishness ts 
structural, the swollen inventones of some commodities 
are still a fact that cannot be overlooked. Traditional 
planned quota work 1s no answer to the new situation. 
This is why When demand exceeds supply, the planning 
department can take the initiative to allocate scarce 
materials as the situation requires. There 1s a scramble 
for materials among the units at the demand end. fearful 
that they do not have enough quotas) When supply 
exceeds demand, however, the initiative is in the hands 
of units at the demand end, who are less than cager to 
obtain new commodities or are even unwilling to take 
whatever allocated to them in accordance with the 
quotas. The result 1s a host of new problems such as the 
following 
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A) Delays in paying off loans. Buyers say, “I had no 
intention to buy the commodities to begin with Now 
that they have been allocated to me, | have no choiwe but 
to keep them. But | cannot come up with the money for 
the moment. Alternatively, you are free to take the stuf? 
back.” Enterprises influence one another, When they fall 
behind in loan repayment, the result is “triangular debt,” 
“multi-sided debt.” and debt chains 


B) Mandatory pairing. Since the sluggishness of the 
market is structural, it means some commodities are 
selling briskly while others cannot find a buyer. Inevi- 
tably mandatory pairing has become part of some deals, 
related to quotas in many cases. For instance, a scarce 
commodity 1s under quota. But some sales units demand 
that its purchaser buy some other sluggish commodities 
as well. After weighing the pros and cons, a demand unit, 
anxious to acquire what it badly needs, has no alterna- 
tive but to purchase the entire package. Asa result, it has 
to shell out significantly more money to acquire his stock 


of goods 


C) Regional separatism Regional separatism can be seen 
as a distorted allocation of market share. When supply 
exceeds demand, there 1s a limit to what the market can 
take. Thus, some localities resort to the distorted alloca- 
tion of market share, requiring local commercial enter- 
prises to purchase local products only. for instance. or by 
restricting the entry of nonlocal commodities or limiting 
the freedom of units to procure from out of town. Such 
practices do a good deal of harm as they divide a unified 
national market into many closed markets and impede 
the circulation of commodities. They protect local enter- 
prises that are of a low technical level and have poor 
economic results, and inferior but high-priced local 
commodities. The consequence 1s not only low resource 
utiuhzation efficiency nationwide, but also an increased 
burden on consumers 


Both mandatory pairing and local separatism mentioned 
above are inconsistent with the principles of planning 
work and must be checked They pose the following 
questions for our planning work: Given a sluggish 
market, should the planning department stil! stick to 
macroeconomic planning work and macroeconomic 


coor’ination work’? Do we still need planned quotas” It 


so, how do we go about allocating planned quotas’ These 
issues have yet to be addressed. However. there is no 
doubt that unscientific government quotas are a distor- 
tion of planning work 


We must realize that planned quotas are needed in a 
socialist economy mainly because they increase the effi- 
crency with which resources are used and ensure that 
resources are allocated properly so that the economy will 
operate normally at a time when supply and demand are 
not balanced and resources are limited Certainly market 
regulation also can allocate resources under these cir- 
cumstances through spontancous quotas. but not too 
efficiently as reflected on the fact that resources in short 
supply are not necessarily used in industries and sectors 
where the need 1s most acute and that chance plays a key 
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role in the process of spontaneous quota allocation. 
(First come, first buy” and “first come, first sell” are 
closely related to opportunity, or “trying one’s luck.”) 
However, when government seeks to impose quotas 
unscientifically through “regional separatism” and 
“mandatory pairing.” the irrationality of resource allo- 
cation will be magnified and the efficrency of resource 
utilization will be further reduced, with results even less 
desirable than those of spontaneous market allocation. 
Needless to say, this kind of government quota is a 
distortion of planning work We would be better off 
getting md of them and letting the market allocate 
spontaneously 


D Planned Quotas Amid Market Sluggishness 


In view of the realities in the economy today, we need to 
adopt new methods in planned quota work. In my 
opinion, we should not simplistically ask whether or not 
we really need planned quotas when the market is 
sluggish. Rather we should ask ourselves: What kind of 
planned quotas do we really need” This 1s discussed at 
three levels below 


First, because the sluggishness of the market is of a 
structural type, with scarce commodities coexrsting with 
commodities that are moving slowly, at a time when the 
national economy as a whole 1s charactenzed by under- 
supply. planned quotas cannot be abolished for the ume 
being. We are still relying on planned quotas to reheve 
some of the more severe shortages 


Second, when it comes ‘to commodities that are not 
selling well, we must handle them on a case by case basis 
depending on the nature of the commodity in question 
(capital goods versus consumer goods, mayor commod)- 
ties versus minor commodities) and the size of the 
inventones. When consumer goods are not moving well, 
planned quotas cannot be abolished). When minor capital 
goods are not selling briskly, planned quotas can be 
abolished. Even in the case of important capital goods, if 
the overstocking 1s serous enough, planned quotas may 
also be abolished 


Third. the main problem has to do with key capital goods 
where there 1s some, but not much, overstocking. | think 
the planned quotas on these capital goods should be 
retained. The planned quota work here can be tackled in 
two ways. On the one hand. we should set up production 
quotas at the production end to avoid over-production 
and a waste of resources. Another objective of produc- 
tion quotas 1s to take care of the exrsting key enterprises 
that produce key capital goods: With production quotas, 
its hoped that these enterprises can maintain output at 
a substantial level and obtain a sizeable income, instead 
of experiencing wide swings in production in the midst 
of a Sluggish market. which will militate against national 
economic development in the future On the other hand, 
we should impose supply quotas at the supply end for 
energs. transportation. and important raw materials to 
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ensure that production quotas are realized Both produc: 
tron quotas and supply quotas are related to the adjust 
ment of the product mix and industrial structure and to 
the fact that enterprises have been cutting production to 
varying extents. (Some have suspended operations or 
switched to other lines of product altogether.) For this 
reason, we say that planned quotas still serve a purpose 
If we impose sales Quotas on products without intro- 
ducing quotas at the production and supply ends, the 
upshot would be such anomalies as regional separatism 
and mandatory pairing. Alternatively, whatever good 
sales quotas do would be neutralized. 


In short, planning work has indeed run into new prob- 
lems to date. Correspondingly. therefore, our planning 
work should also mse to a new level. Keeping some 
planned quotas meets the need of the new economy 
Replacing sales quotas with production quotas under 
some circumstances also meets the need of the new 
economic situation, as does abolishing some planned 
quotas 


Another issue is involved here: Would keeping some 
planned quotas and replacing sales quotas with produc- 
tron quotas and supply quotas heighten the conflict 
between the market mechanism and the government 
regulatory mechanism in economic operations’ Again. 
we cannot answer this question with a simple yes or no 
Let us first assume that they do intensify the conflict 


between the two kinds of mechanism in the course of 


economic operations, causing some damage to the 
market mechanism. We then must consider closely if this 
kind of conflict or damage 1s worthwhile. To answer the 
latter question, we must determine the effects of regula- 
tion. Suppose the market mechanism provides a solution 
to the problem of market sluggishness and eases short- 
ages promptly. Why then do we retain some planned 
quotas’ Suppose the market mechanism can effectively 
adjust the product mix and industnal structure under the 
existing economic system and straighten out structural 
imbalances. Why then do we replace sales quotas with 
production quotas and supply quotas under some cir- 
cumstances’ We can thus see that it 1s precisely because 
the effectiveness of the market mechanism 1s limited by 
the unbalanced nature of the economy in real life that we 
need to retain some planned quotas and replace sales 
quotas with production quotas and supply quotas under 
some circumstances. The effectiveness of these practices 
is such that even if they intensify the conflict between the 
two kinds of mechanism and disrupt the market mech- 
anism to a certain extent, they are worth ut 


Second, it must be made clear that there can be no full 
competitive market, only incomplete competitive 
market. when supply and demand are out of balance and 
when resources are limited. To put it differently. the 
market mechanism has already been somewhat dis- 
rupted in this situation. This 1s true because incomplicte 


competition ts both a precondition for the disruption of 


the market mechanism as well as a product of such 
disruption. In this sense, mtroducing planned quotas 
under these circumstances does not seek to replace 
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incomplete competition with full competition, but to 
replace one form of incomplete competition with 
another form of incomplete competition, replacing one 
kind of market disruption with another. People who 
think that the introduction of planned quotas in an 
unbalanced economy ts a disruption of a fully compet: 
tive market fail to understand the characteristic of the 
unbalanced economy and so idealize market compet- 
tron and the market mechanism in such an economy In 
this sense, whether it is more appropriate to replace this 
kind of incomplete competition with that kind of incom- 
plete competition or Vice Versa 1s a Question that can be 
answered in the light of the results of regulation 


E. The Need to Step Up Planned Coordination and 
Planning Work 


As noted above. planning work consists of three major 
parts. planning, coordination, and quotas. For years in 
the past, however.t was assumed widely but wrongly 
that “planning comprises only the formulation and 
implementation of quotas to allocate human, financial, 
and material resources.” In contrast, the other two tasks 
of the planning agency, planning and coordination, did 
not receive the attention they deserved. When shortages 
were widespread, it 1s understandable that the impor- 
tance of planned quotas was stressed. But now that we 
have run into a new situation—a soft market. the exclu- 
sive emphasis on the significance of planned quotas 
while overlooking that of planned coordination—may 
well lead us astray in our planning work 


The need to adjust planned quota work was discussed 
above. Here we look at the need to step up planned 
coordination and planning work 


First, the need to intensify planned coordination. When 
the market 1s soft, the purpose of using macroeconomic 
regulatory tools 1s not to stumulate demand, as 1s usually 
the case, but to expedite the adjustment of the product 
mix and industrial structure. Thus, the intensification of 
macroeconomic coordination goes hand in hand with the 
structural adjustment of budgetary incomes and expen- 
ditures, the structural regulation of the scale of credit, 
and interest rate regulation. But this 1s where the diffi- 
culty hes. On the one hand, even if the scale of spending 
and credit 1s expanded, we may still have the usual 
demand explosion, which will negate the successes of the 
dnve to rectify the economic order and improve the 
economic climate, if enterprises and localities have no 
profit-restraining mechanism. On the other hand. bud- 
getars spending and credit may be reduced structurally 

but if such reduction 1s not accompamied by the estab- 
lishment of a social security system and effective chan- 
nels for the circulation and regrouping of capital goods, 
we will still fail to reahze the goal of adjusting the 
product mix and industnal structure. What 1s more, the 
weakness of the market may also be prolonged and 
intensified. This shows that if we are to strengthen 
planned coordination work and employ macroeconomic 
regulatory tools effectively, we must immediately estab- 
lish and improve the profit restraining mechanism of 
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enterprises and localities, expedite the reform of the 
social security system, and open up or pertect effective 
channels for the circulation and regrouping of capital 


goods. 


Now let us take a look at how planning work can be 
umproved. When the market 1s soft, the most important 
thing from the perspective of macroeconomic planning 
is to determine with a fair degree of accuracy the point at 
which aggregate social supply would balance aggregate 
social demand, work out the difference percentage. and 
project the trend for its movement in the foreseeable 
future. At the same time, we should also be able to 
project fairly accurately the trend for future changes in 
the supply and demand of certain key products. Only 
armed with these projections can we work out the 
economic growth rate, industrial structural adjustment 
objectives, the income distribution contro! line. so on 
and so forth. If we only take note of the sluggishness of 
the market while ignoring its structural nature. or if we 
mistake the negative supply-demand difference to be a 
positive one, then there 1s absolutely no doubt that this 
kind of macroeconomic planning will only impact the 
economy negatively 


We can thus see that equal weight should be attached to 
the adjustment of planned quota work and to the 
strengthening of planned coordination and planning 
work. The notion that the “work of the planning agency 
consists of nothing more than determining and imple- 
menting quotas for materials in short supply” should be 
abandoned. 


F. Relations Between Planning and the Market trom the 
Perspective of the Three-in-One Unity among Planning. 
Coordination, and Quotas 


As noted previously, planning work is made up of three 
parts. planning. coordination. and quotas When the 
economy is in balance, there 1s no need for quotas. This 
i$ true because when the economy is in balance. there 1s 
neither over-supply nor an excess of demand When the 
economy 1s in balance. the integration of planning and 
the market manifests itself as the integration between 
planning and coordination, on the one hand. and the 
market mechanism, on the other Such integration 1s 
quite natural. The market mechanism regulates supply 
and demand, planning maps out the future course of the 
economy, while coordination seeks to reconcile the tem- 
porary and partial conflict between supply and demand 
and between structures based on the demand of plan- 
ning. When the demand of planning 1s incompatible with 
economic operations under market regulation. we may 
revise the plan or adjust supply and demand through 
coordination. Mind you. the gap between supply and 
demand when the economy 1s in balance 1s only tempo- 
rary and partial. Therefore. provided coordination takes 
the law of value into account and applies certain eco- 
nomic regulatory tools properly. temporary and partial 
supply-demand incompatibility will disappear 
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Nevertheless, as pointed out earlier, a balanced economy 
i$ a theoretical hypothesis. In real life, the economy is 
unbalanced, that 1s, there may be too much supply, or 
too much demand, or both. Under these circumstances. 
apart from a need for the continued existence of plan- 
ning and coordination, planned quotas are also indis- 
pensable. From the perspective of the three-in-one com- 
bination of planning, coordination, and quotas. this ts 
the relationship between planning and the market 


First, planning, coordination, and quotas should al! 
make the most of the law of value. As far as planning and 
coordination are concerned, it 1s relatively easy to take 
the law of value into account The problem is how to do 
so in the case of planned quotas. The problem manifests 
itself mainly in these two ways. On the one hand 
planned quotas do not mean getting something for 
nothing. but getting something for something And since 
planned quotas mean getting something for something. it 
raises the question of the setting of allocated sale prices. 
Such prices should be determined on the basis of the law 
of value, taking into account the actual circumstances 
and supply-demand price elasticity. so that the extent to 
which such prices deviate from the law of value 1s 
reduced to a minimum. This will certainly do less 
damage to the market mechanism and 1s therefore more 
favorable to the economy than setting allocated sale 
prices subjectively and arbitrarily 


Second. planning. coordination. and quotas al! suggest 
government management or regulation of economic lite 
This is regulation of a higher order. different from 
market regulation of economic life. which 1s regulation 
of a lower order or basic regulation. In this sense. all 
problems that low-order regulation has resolved or can 
resolve need not be resolved by high-order regulation Of 
the three—planning. coordination. and quotas. the situ- 
ation varies in each case. |) Drawing up plans for the 
social economy has always been the job of organized 
institutions. The market regulates only spontaneous!s 
The market cannot draw up plans for the social 
economy. As for nongovernment private organizations. 
although they too are orgamized institutions and can 
make plans for the social economy. their plans carry no 
authority and are not assured of implementation. Thus 
only the government can draw up social economic plans. 
This 1s the first major component of planning work. As 
far as planning 1s concerned, it is inevitable for high- 
order regulation to replace low-order regulation 2) ht 
may be the government that regulates the social 
economy. or it may be the market. Spontaneous market 
regulation itself seeks to smooth out the relations 
between supply and demand. between different trades. 
and between different geographical areas If market 
coordimation can resolve a problem or can resolve a 
problem within the time-frame required by the govern- 
ment plan, it would not be necessary for the government 
to coordinate. Government coordimation 1s necessary 
only when the market cannot coordinate successfully or 
cannot do so within the time-frame required by the 
government plan. When government does step in to 
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coordinate, it would be high-order regulation replacing 
lower-order regulation. 3) As for quotas, it has been 
discussed at length in the preceding paragraphs. vo let us 
summarize it here. When there is an objective supply: 
demand gap and when resources are limited, planned 
quotas are the only answer to closing the gap. Under 
these corcumstances, high-order regulation replaces low: 
order regulation, We can see from these three points that 
whether it be in planning, coordination. of quotas. the 
relations between the market and planning ts that 
between low-order regulation and high-order regulation. 
that is, the relations between first-time regulation and 
second-time regulation 


Third, there is a matter of “degree” in planning, coord: 
nation, and quotas How to determine the degree” Gen- 
erally speaking, this question is related to the objective 
economic situation. If, for instance, the economy is 
operating well, planning may be cut back. coordination 
may be lessened, and the scope of quotas may be 
narrowed even if there is a supply-demand gap. but not 
too large. and some constraints on resource availability. 
bul not too stringent, meaning that the imbalance in the 
economy is minor In contrast, if the objective economic 
situation is poor, the economy is limping along. the 
supply demand gap is quite large, and constraints on 
resources rather severe, then correspondingly planning 
may be broader, coordination more extensive. and the 
scope of quotas wider In adjusting the “degree” of 
planning. coordination, and quotas. the relations 
between planning and the market 1s not only one where 
the former takes into account the function of the latter 
of one where the former replaces the latter and vice versa 
under some circumstances Instead. the relations 
between planning and the market 1s a Complementary 
one In other words, given an objective economic situa- 
tron. the degree of planning and the degree of market 
regulation supplement cach other The “degree” of plan- 
ning and the “degree” of market regulation are deter 
mined by the extent of the imbalance in the economy 
the magnitude of the supply demand gap. and the state 
of the economy As the objective economic situation 
changes. the degree of planning and the degree of market 
regulation should be correspondingly adjusted 


Provided we understand these three points. we will 
appreciate the relations between planning and the 
market comprehensively and will not remain wedded to 
the out-dated idea of trying to figure out the optimal 
share of planning in the economy 


Goods Sold Below State Fixed Price 


VIC EO3S97A Nanchang HAGE YUERAN (PRICING 
WONTHLY] in Chinese No 1, 15 Jan 91 pp 27-40 


[Article by Chen Yurnin (7115 $148 2404) and Lu Lijun 
(4151 4539 0689) “Why Are State Fixed Prices Not 
Reached” ] 


[ Teat] In contrast to the alternating price rises and pani 
purchasing of 1988, since the last half of 1989. a new 
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pattern has emerged in market pricing. I ts mainly 
manifested in| Market slumps and price wars with the 
state fined price not reached (ce. the actual price of state 
fixed price commodities is lower than the price set by the 
state), Up until now, there have been a great number of 
commodities for which the state fixed price has not been 
reached, this has continued for a long time, the range has 
been great, and the practice has had a profound eflect on 
the functioning of the national economy 


1, The Current Situation of the State Fixed Price Not 
Heing Reached 


Generally speaking. the phenomenon of not arriving at 
the state fixed price has the following four characteris: 
tes 


|. There are many categories of commodities for which 
the price is not reached and it has widespread involve- 
ment: Manufactured consumer goods for which the state 
fixed price is not attained include textiles laundry soaps. 
liberation shoes, bicycles. sugar. millet wine. and color 
televisions, means of production include in plan rubber 
and cement, and agricultural byproducts such as hogs 
There also are some charges such as transportation fees 
that do not reach the mark 


2. There 1s a wide range of prices not reaching the mark 
The selling price for millet wine and beer produced ina 
considerable number of districts has fallen below cost In 
1990 the standard retail price for laundry soap was 
raised from 0.78 yuan per bar to 0.95 yuan per bar, but 
iN Most areas the average selling price was lower than the 
price tag and a few even fell below the orginal price, 
selling them in large quantities at 0.71 yuan per bar 
Steel-plated thermos bottles actually sold for approa:- 
mately one yuan below the state specified price 


1. The duration ws long They are divided into two 
groups The first « where the regulated commodity 
continuously falls short of the mark For cxample. at the 
end of 1989 textile prices were adjusted on the basis of 
rising production costs, but the actual prices of most 
varieties were five to 20 percent below the list price In 
1990, the price of cotton went up and a rise in the 
production costs of textiles followed. but the market 
demand was still rather weak and the contradiction of 
the newly adjusted price not reaching the mark became 
even more pronounced 


The second is where raising the price does not reach the 
mark and after lowering the price it still does not reach 
the mark For cxample in February 1989 the state 
adopted special measures for color televisions because 
the taxes and the prices were too high and the color 
iclevisions were slow sellers Production and business 
enterprises lowered the price on their own In March 
1990 the state reduced the taxcs and lowered the price on 
color televisions. and the newly stipulated state prices 
still were not implemented 


4. The prices of high grade products reach the mark, but 
low grade products generally do not reach the mark For 
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example, the prices of such things as faw materials for 
breweries, the yarn for cotton goods, and gray cloth reach 
the mark, but the majority of the resulting products are 
limited by market supply and demand and do not reach 
the mark 


I, The Danger of Prices Not Reaching the Mark Set 
by the State 


|. The prices of a number of commodities do not reach 
the mark Price wars cause the economic performance of 
production and business enterprises to slip and losses to 
increase, affecting the vitality of the enterprises State 
taxes and profits have fallen off greatly and financial 
deficits have increased greatly According to data of the 
Zhejiang provincial budget for January thro Sep: 
tember 1990. profits realized by state-operated indus- 
tries were 44 percent lower than the same period in 1989, 
profits and taxes on state-operated businesses were down 
43.3 percent, and local revenues from enterprises were 
down $6.2 percent 


2. It seriously affects respect for the state's price fixing 
authority Some comrades briefly describe prices not 
reaching the mark as paperwork that does not function 
and price dislocations as supply and demand out of 
control 


+ It creates chaos in production, circulation, and market 
pricing procedures. making them more difficult: to 


manage 


111. The Reason That Prices Do Not Reach the Mark 
Set by the State 


The reasons that prices do not reach the mark set by the 
State are very complicated and profound. They have the 
following three principal aspects 


1 Supply and demand in the immediate market 


First. the main problem is that immediate demands are 
not sufficiently related to ultimate market demands In 
the first place. investment and consumer demands are 
doubly restricted during improvement and rectification 
The second thing 1s the drag from the 1988 buying craze 
The third thing ts that the prices of some commodities in 
recent years have been excessively inflated. exceeding 
the necessary working capacity of society and citizen 
endurance. Fourth. since 1990 consumer expectation of 
price decreases and the corresponding buying power of 
society have been converted into future demands. 
causing immediate demands not to be sufficiently 
related 


Neat. regarding immediate market supply. duc to crxcess 
construction in the processing industries—especially in 
construction of color television factories. refrigerator 
factories. and breweres—in recent years. production 
capacity has exceeded demand This causes the volume. 
quality and product mix of current supplies to have an 
effect on sate prices not reaching the mark that cannot 
easily be overlooked Since the beginning of reform 
Chinese enterprise operations and mechanisms have 
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changed greatly with the impetus of local profits and 
expanded enterprise autonomy In addition, the govern: 
ment has been unable to exert unified regulation and 
control over excess production, Also most state-operated 
production enterprises are still accustomed to an atmo: 
sphere where ‘products sell quickly, so there's no need to 
clean them up any” for the sales market. So, when there 
are changes in present market demand, the localities 
adopt a protective policy and enterprises are slow to 
adjust the product mix. They still want to continue to 
produce and flood the market with low quality, high cost 
merchandise that the market does not welcome Because. 
on the one hand, the quantity of some merchandise 
supplied expands and, on the other hand, the product is 
of inferior quality and the styles are old, according to the 
rules of the market, will necessarily be di lt to 
honor a state fixed price higher than the average price in 
society Finally. as regards intermediate supply and 
demand. there is a false increase effect. When there is a 
slight shortage of a product, row after row and layer afier 
layer of warehouses are constructed waiting for the nght 
price to sell. On the other hand, when there is a slight 
abundance of a commodity, everyone is eager to pro- 
mote sales and clear out the warehouses and artificial 
aggravation of the supply and demand contradiction 
creates additional pressure for the price not to reach the 
mark 


2 Circulating Group Price Activity 


(1) Industral Enterprises Selling at a Low Price on Their 
Own Because the immediate market demand 1s insuffi- 
crent. factories looking out for their own profits have 
Nexible pricing. adding some loopholes to the settling of 
the bill The factory often provides the individual busi- 
ness with a better price than the state-operated business 


(2) The Individual Business Buys at a Low Price and 
Sells at a Low Price. The individual business takes 
advantage of the fact that its facilities are simple and 
crude, expenses are low, and that, along with a low 
purchasing price. tax evasion, and flexible business prac- 
tices. it 1s taxed hghtl. which constantly expands their 
share of business in state regulated merchandise such as 
soap. textiles and knit goods. bicycles. and cigareties. For 
cxample. individual vendors in the Yiwu City small 
merchandise market buy soap from the Lana: factory at 
only 18.9 yuan per case, add transportation and miscel- 
lancous expenses and maintain their price at 19 20 yuan. 
and they sell it retail at the low price of 19.50 to 20 yuan. 
nearly monopolizing the market The state-operated 
soap businesses are overstocked and are squeezed out of 
the market 


(3) State-operated Businesses Are Forced To Abandon 
State Fixed Proes State and cooperative businesses 
should be in contro! of the market and be the main force 
implementing sate set prices. but because industries and 
indis dual businesses in all the trades and professions 
have entered the wholesale area for state-fixed price 
merchandise and ther market share 1s in proportion to 
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of even in excess of state-operated businesses, the state: 
operated businesses, caught in the twoeway squeeze 
between industries dumping at a low price and indi. 
vidual businesses buying at a low price and selling at a 
low price, “lke a clay idol — the fiver, they are 
hardly able to save themselves.” In order to do their 
uimost to maintain the share of the market that they 
already have. state-operated businesses are forced to 
adopt measures to “yield profits rather than territory” 
and jon the ranks of the price wars 


1 Mistakes in Adminitrative Policy Decisions and 
Financial Restrictions 


Mistakes in administrative policy decisons include two 
aspects The first is selecting too many goods to have 
ther prices fixed by the state. This leads to some 
“controlled product” prices that are poorly controlled or 
cannot be centrotied at all. If they do not raiwe prices 
themselves. then they blindy reduce prices 


The second aspect is the mistake of determining the 
fixed price In adjusting prices they are unable to prop- 
erly reflect the law of value and rules of suppl) and 
demand Thies 1s manifested in (1) The relevant depart. 
ment considering only the cost for some products. while 
not having much of an understanding of supply and 
demand of giving it full consideration. (2) Excessively 
emphasizing price control indicators, sometimes 
freezing market prices. and sometimes opening the 
floodgates with spiralling inflation. creating price adjust. 
ments that neither consider costs nor supply and 
demand For cxample. for a long time. y= dy wy were 
kept down through financial subsidies. the price 
was adjusted. the factory switched to using low-cost 
imported palm on! Production costs were low and 
obviously soap production exceeded soap sales Both 
from a production-cost perspective and from a supply. 
and-demand perspective. temporarily there was no need 
to raise prices However. the proce was raised, because 
the finance department wanted to reduce the lard sub- 
sid). the production department was worred about 
critical stoppages. and the comprehensive department 
was concerned about low price indices: Ultumately they 
were forced to reduce the price 


In addition. the prce’s reflection of supply and demand 
itself must be limited by such factors as financial 
resources Take for example. cotton textiles In 1990 the 
price of cotton went up If all the inflationary factors 
were figured into the costs, the price of cotton textiles 
would be ranwed further Bul a price rise would be 
unacceptable to the present market So. when the markct 
situation 1s essentially unchanged. the choice 1s either to 
grant a financial subsidy for raw materials or reduce or 
remit product taxes. or let the prices. take their natural 
course and not reach the mark. If we do the latter, it wil! 
necessarily dampen the enthusiasm of the factory It we 
do the former, the current financial situation will be 
impossible and the outcome must be considered 
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1}. Some Points Lo He (Considered 


In summarizing the situations and the problems 
derided above we bring up the following consder 
ations and suggestions 


| Clear up and revise lis of price Control authority 
and reduce the range of commodities for which the state 
can tia the price We should fully consider the folowing 
ewential conditions in implementing state-facd prices 
on an assortment of goods (1) the relationship to the 
National coonomy and the 's livelihood (2) the 
possible larger overall effect, (4) regarding production 
and marketing characteristics, a w variel) with a 
major production delay and rather little resihency in 
supply of demand. (4) 9 market type, whether the 
product 1s to be controlled of monopolized, (5) and 
regarding resources those resources in short supply of 
nonreproducible resources For those products with 
humerous varieties: complicated specifications. and 
quickly changing designs and colors that are very sea- 
sonal, have a short cycle of popularity, very resent 
suppl) and demand. and are very competitive, except for 
a few important commodities for which the sate gives 
price guidance. the rest for which there 1s not a great 
contradiction in supply and demand and that are even 
high grade consumer products can have the price 
adjusted by the market, fully utilizing the price to 
regulate production and direct consumption For indus: 
tral consumer products such as sugar. table salt, ordi- 
nary fash bulbs and soap. as well as principal fuels and 
medicines wc should continue to have a state-fixed price 
For thermos bottles enamelware. rubber-soled shoes. 
raw fails. and iron wire it 1 suitable to change to 
state-guided proces For some products we also can 
proceed from reality and divide up the business sectors 
to adopt different forms of price controls For example. 
products such as cigarettes. alcohol, and color televisions 
for which there 1s a high tas, high profit policy can be 
divided into the production. wholesale. and retail sectors 
to adopt state fixed prices. directed prices. and market 
regulated prices respectively Also. for such high quality 
products as cotton yarn for textiles and gray cloth, we 
should implement a state-fixed price For prints. cotton 
prints varn-dved fabrics. wlks. woolens. ordinary cotton 
shirts and trousers. T-shirts and undershirts. we can 
implement directed prncoes For vanous types of clothing 
and other kart goods we can implement market regulated 
prices Semilarly we should implement state directed 
proves for sheet paper and free up paper products 
According to the line of reasoning above. the form of 
regulating prices Not only can protect the interests of the 
consumer and the producer but also helps to ensure 
state accumulation and at the same time properly stim- 
ulates pres helps mm quality control, and promotes 
adjustments in the product mis 


) Implement Overall Control of State-Fixned Price Com- 
Moditics 


For products for which it has been decided to implement 
a Mate-frred proce we should adopt relevant overall 
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control measures to uphold the seriousness of state lived 
prices (1) Adminstration of prices and plans should be 
integrated All products listed as state-tived price Prod: 
ucts Premed on the state's ability to regulate produ 

thon and marketing relations, should have strict directed 
plan controls on thei production, purchasing. and sales. 
and the decision to fae the difected plan price should 
be screntific. (2) Prices should be integrated with macro 
economic controls In view of the present financial 
system. first for all seasonal state controlled Commod: 
lies. 1f accordance with the controlling authority of each 
echelon, we should establish a corresponding central, 
provincial, and municipal storage system to help regulate 
supply and demand For wholesale enterprises al cach 
level that assume the burden of storage, besides 
expanding seasonal price differences and compensating 
lor some eapenses, we should pay interest in the form of 
deductions and replenish finance departments at the 
same level and correct the contradictions between gov: 
ernment activities and enterprise profits Secondly we 
should strengthen control of tay revenues To guard 
against small merchants evading taxes and affecting the 
normal operations of state-operated businesses we 
should change the sales tan withheld from state-operated 
wholesale businesses to a direct levy by the tax depart: 
ment Thirdly, we should levy) a market regulation (risk) 
fund on the whole society to use to regulate the intake 
and outgo of sate-operated businesses and stabilize 
prices For example. in recent years the price of imported 
palm of (used in making soap) has been rather low on 
the opternational market. I is appropriate to raise the 
suppl) price and convert the price difference to a risk 
fund to use abundance to make up for deficrenc) oF 
subsidize lard (1) We should bring al! products with 
State-fixed prices into the same market to be controlled 
by relevant departments or trades whether they are from 
state-operated of collective businesses of rural enter: 
prises and whether they are marketed by industries 
themselves of by individual businesses 


+ State Price-Setting Decisions Should Be Made Scien 
tifically 


State-fixned prices are a concrete reflection of planned 
adjustments formed from the pricing wetem of the 
socialist planned commodity economy. and the key is 
how we abide by the laws of supply and demand and the 
law of value in wientifically setting prices 


First, we must change the long-standing tendency to 
control price indices as a basis for regulating prices in 
abnormal situations In normal situations. those tight. 
fisted price indices. the renewed high concentration of 
authority. and the special batch of upper echelon depart. 
ment controls are undesirable Not only do they create 
new price dislocations and price imbalances. but they 
also create the reverse psychology of producers and 
managers secking higher, not lower, prices In recent 
years. industnal and commercial enterprises. on the one 
hand. have price wars and commercial enterprises do not 
dare to absorb the price difference from the state stipu- 
lated producer price. on the other hand factories 
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virongly demand imereases in the producer prices and 
commercial enterprises also demand an expanded prince 
difference OF course, they both have their objective 
reasons, bul subjectively they both have received the 
lessons from a succession of controls and price freezes 
They would rather the price did not reach the mark and 
demand increased producer proces and expanded price 
differences 


Secondly. we must improve the democratn and wien 
life nature of price setting and price adjusting In recent 
years, the state system for controlling commodities has 
become more and more concentrated In quite a few 
localities. the department responsible for comprehensiyc 
pricing, when it makes its decisions on setting oF 
adjusting prices. offen cuts out the departments respon. 
vible for the professions and even bypasses the depart. 
ment responsible for places of production and gives 
direct approval Acting in this way not only disrupts the 
normal division of responsibility and procedure for price 
setting and adjustment, bul also offen divorces pricing 
decisions from the market and from reality Accordingly 
there 1s a great need to adjust the division of respons. 
bility among departments and establish a regular prove: 
dure for setting and adjusting prices to improve the 
balance and coordination of the comprehensive depart. 
ment and bring the departments responsible for the 
professions into the decisionmaking 


Finally. based on the need for macroadjusiments in the 
national economy and social development and consid: 
ering economizing on raw materials. balancing supply 
and demand. providing revenue. and rving the 
basic interest of the consumer. the 34 price of a 
few commodities can produce a demand that is not in 
keeping with their value, causing the price to the con- 
sumer to be higher or lower than their value These 
demands are necessary from the perspective of devel- 
oping the national economy. but they can only be real: 
ived by a national policy on the consumer price for 
certain « ommodities and they certainly cannot be real- 
ived in the price to the producer and the business When 
nominal prices are unable to permit the producer and the 
business to compensate for production and business 
costs and obtain a reasonable profit, and they must be 
supplemented by tax revenues and financial adjust 
ments 


4 Adjustments in the Product Mix and the Price Differ- 
em e Structure 


Adjust the product mix. improve product quality and 
make the production structure constantly) adapt to the 
demand structure (1) Expand the price difference for 
quality A price differential for product reputation 
encourages enterprises to actively improve quality and 
strive to create a product name (2) Deepen enterprise 
reform. strengthen enterprise management. and urge 
enterprises to develop new vaneties and new designs and 
colors that have a ready market on the international and 
the domestic market. increase caports. and initiate mar. 
kets 
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Status of Current Planning System, buture Reform 
VIC h047S 4 Beguine AINGHT YU GUANLI YVAN 
(RESEARCH ON BCONOMICS AND 
MANAGEMENT) in Chinese No 1 A Feb Yi pp is 


{Article by Liu Zewe: (2692 M19 0251) “Thoughts on 
Current Planning System. Future Reform | 


[Text] Besides deciding on the tasks of economy devel: 
opment and continuing reform during economin rectifi- 
cation, the Filth Plenum of the [Mh CPC Central 
Committee also put forward a specific demand on 
reform of the planning system, which is that we musi 
continue to my spy the planned economy with market 
regulation Not for a single moment can we waver in this 
Thus correctly understanding the new planning sysiem 
and setting new goals for the reform of the planning 
system during the Eighth Five-Year Plan will decide the 
= and progress of economic structural reform in 
China 


1, The New Planning System To Date 


Since 1979, along with continuing reform of the eco- 
nomic structure. reform of the planning system has also 
made mayor progress Significant changes have been 
made to the orginal — system. A new system 
consistent with the demands of the planned commodity 
economy is gradually taking shape To date China's 
Planning system has some new patterns and new charac. 
teristics 


A) Changes in the planning decision-making system The 
scope of the planning decision-making has been reduced 
at the center Enterprises and. in particular. local gov- 
ernments have notably more planning authority and 
interests have multiplied More than a decade of admin- 
istrative smplification has diminished considerably the 
planning decision-making authority of the central gov. 
ernment Enterprises and localities are the object of 
regulation and control by the central government and 
regulators and controllers themselves with specific pian 
ning decision-making authority However the planning 
decision-making authority has not been divided between 
the center and the localities. and between the state and 
enterprises. Financial authority work authority. and 
economic Management authority are not allocated prop- 
erly Authority. responsibilities, and interests are 
divorced from one another There is an urgent need to 
set up self-halancing and self-restraining mechanisms 


1 As the principal planning regulator and controller. the 
state has seen a drastic reduction in its planning deci. 
sson-making authority in these five arcas 


A) Investment First. the share of planned investment 
has been declining year by year In 1984, invesiment 
within the budget. investment financed by bank loans. 
and investment financed by foreign loans centrally bor- 
rowed and repaid. all of them within the jurisdiction of 
the State Planning Commission [SPC]. accounted for 
63.3 percent of all fixed assets investment by units 
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owned by the own people Hy 1988. the proportion had 
dropped to 24.6 percent Second, the authority to 
examine and approve investment appliations has grad: 
ually been delegated The minimum value of projects 
that need SPC examination and val was raised 
from 10 milhon yuan in 1984 to 1) mullon yuan at 
present. In 1987. the minimum value of projects in 
energy. comMuniations and the raw materials industry 
that need SPC examination and approval was increased 
to SO millon yuan. In 1988, the minmmum value of 
productive capital construction projects and technolog: 
al transformation projects in Guangdong Fujian. 
Hainan and Shenzhen that need SPC approval was 
increased to 200 million yuan provided they are in line 
with the national industrial policy and can balance 
themselves in every way Third, use of foreign capital 
the overall amount of foreign capital used by a locality of 
sector is determined by the SPC All nonproductive 
projects must be examined and approved by the SPC. as 
all are tourist hotel projects 


8) Allocation of goods and materials The number of 
materials centrally allocated and distributed by the SPC 
is declining steadily, from 256 in 1979 to 19 in 1989 


C) Commerce First, fewer and fewer commodities are 
being procured and allocated by the state. from 65 (Claws 
| commodities) in 1979 to 20 in 1989 Second. commeod- 
ities under planned management account for a shrinking 
share of total resources Except for a monopoly on the 
buying and selling of some commodities. others are 
managed by the plan or market 


D) Imports. exports. and foreign exchange control First. 
the number of exports centrally allocated by the SPC has 
plunged, from 900 in 1980 in 27 in 1989 Al present, 
these 27 commodities account for 20 percent of the 
nation s total caports Second. in 1989 the state centrally 
handled | } imported commoditics. imposed quota man- 
agement on 47 imported commodities and restncted the 
importation of 20 electrical machinery products In 
terms of foreign exchange used. the | | types of umported 
commodities under centralized vate management 
account for just 40 percent of the nation’s total imports 
Third. foreign cachange carnings at the disposal of the 
state Make up less than 80 percent of all foreign exchange 
carnings 


£)¢ entral revenues and capenditures First, revenues of 
the central government make up a declining share of 
national income. sipping from 41 9 percent in 1979 to 
19 2 percent in 1988. Second. the revenues of the central 
gov erament have been dropping too rapidly as a share of 
the nation’s total revenues, from 70 percent in the 1950's 
to 47.2 percent mm 1988. Third, cxtra-budgct funds have 
risen sharply. soaring from 45 285 bilhon yuan (equiva- 
lent to 42 4 percent of funds within the budget) in 1979 
10 236.08 tilhon vuan (equivalent to 94.8 percent of 
funds within the budgct) in 1988 


2 To a certain extent authority delegation has corrected 
the problem of over-centralization of the old planning 
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system. However, a number of new probleme have 
arisen First, multiple interest entities and the continued 
Practice of eating the big rice Pot coerimt Second 
some work authority should be delegated but is not in 
other cases, the reverse is true Both scenarios exist side 
by side Third, horizontally there is a lateral fragmenta. 
tion of authority between different government agencies 
Vertically. the central government has been delegating 
authority to local governments at all levels and has 
limited ability to te and control at the macroeco- 
nomic level ion of policy-making authority 
has brought an end to the one-decision-maker situation 
in the past: The new multi-level decision-making system 
has played an important role in mobilizing local initia 
tive However, at a time when government administra 
tion and enterprise management are undifferentiated 
excessive delegation has had one negative conse: 
quence—excessive fragmentation of authority After 
localities were given too much power, there is no guar: 
antee that local economic development objectives can be 
harmonized organically with the national economn 
development strategy tem and the rise of pow- 
erful local economies have undermined the ability of the 
state to make plans for reform and national economn 
construction as a whole Because of regional blockades 
and duplicated construction projects. the capital and 
natural resources of society as a whole are not used 
effectively National economic construction and eco. 
nomic structural reform are not able to benefit society as 
much as they should 


A) Instead of being simply an administrative too! as in 
the past. planning has become a collection of economi 
regulatory tools As a means of economic regulation and 
control, however, it is not powerful enough and is of 
limited use Traditional planned regulation stresses 
direct management and administrative tools and super. 
vises and regulates economic activities through the set- 
ting of targets. As a result of reform in an earlier period 

this situation has undergone mayor changes The scope of 
command planning has gradually been reduced while 
that of guidance planning has been expanded and the 
reach of market regulation is broadening all the time 

While administrative tools are still being used. a variety 
of economic tools such a8 prices, interest rates. and 
exchange rates that work through the exercise of cco: 
nomic leverage are playing an even more important rolc 

Meanwhile. the law too has become a powerful means of 
regulation and control For institutional reasons how. 
ever. the formulation of a plan 1s still haphazard and 
unscientific. Nor is the execution of planning manda. 
tory There ts no effective coordination between the 
different instruments of economic leverage Market ree- 
ulation cannot operate as effectively as it should Plan. 
ning. and the market constantly) work at cross purposes 

as do administrative tools. on the one hand. and 
and economic tools. on the other. hindering one another 

There are even areas of regulatory and contro! vacuum 

The main problems are demonstrated in the following 


ways 


) Planning is becoming less and lew eflective. directly 
affecting the ability of the state to regulate and control 
the Macfoeconomy Fort, in the realm of industrial 
Production the number of Commodities under plannt 
by the SPC dropped from over 120 (which made up Pr 
percent of the nation’s gross industrial output value) in 
1978 to SO (about 16.2 percent of the nation’s grow 
industrial output value) in 198K) Second, command 
planning has been completely abolished in the area of 
agricultural production while guidance planning sll 
remains for merely |S major agricultural crops. After its 
scope was drastically reduced. the function of direct 
planning in regulating economic life has not been com: 
pletely taken over by the market To the lumited extent 
that it remains command planning has been seriously 
undermined by market regulation. resulting in extensive 
losses of resources within the plan. In addition, since the 
plan itself is not carried out in accordance with orginal 
provisions and a variety of compromises are made. the 
form of planning has also changed 


> Administrative means are weakening by the day while 
economic and legal tools are becoming more and more 
powerful Nevertheless the macroeconomic regulatory 
and control system i not comprehensive and cannot 
function effectively as one Within planned manage- 
ment as administrative somplification and authority 
delegation intensified and the market came to play a 
larger and larger role in recent years. administrative tools 
commanded and less attention while legal and economic 
tools are more frequently apphed 


We must see that during the period of economic rectifi- 
cation. We must use administrative means to handle 
mans issues to achieve the goal of curbing demand and 
increasing supply But how can we minimize the nega- 
tive side-effects of administrative tools so that they 
achieve the results that coonomic or legal tools cannot 
even begin to achveve in a short period of tome without 
hampering economic growth or the improvement of new 
economic operating mechanisms. and create favorable 
conditions for sustained. long-term. and steady eco- 
nomn development’ This isa major issue that economic 
structural reformers need to address quickly 


B) The planning organizational system has been unbur- 
dened of the restraints of the traditional vertical plan- 
ning system Bold cxapenments were carned out in a push 
for forging horizontal coonomi associations, in making 
the most of central cites. and in introducing the sectoral 
planned contracting system with considerable success 
The rudiments of a multi-level. mult-plaver planning 
organizational system that is both vertical and hon- 
vontal are now in place However the strengthening of 
all economic interest entities has been unscrentific and 
unsystemati: Many basi cconomic relations. subordi- 
nate relations and the relations between nights and 
obligations have not been defined in a screntific or 
sysicmath manner 


1) The draft plans of enterprise groups should be sub- 
mitted directly to the SPC) After thes are reviewed in the 
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overall contest, the relevant planning targets should be 
directly assigned to the enterprive groups 


2) Giving cities provincial-level eoonomin decision: 
Making authority One after another a total of 14 central 
cities oF opened coastal cities have been given provin: 
clal-level decision-making authority Between February 
1983 and February 1989, the State Council approved 
granting provincial-level decumon-making authority to 
14 cities, namely Chongqing, Wuhan, Shenyang, Dahan. 
Harbin, Guangzhou. Nian, Qingdao, Ningbo. Niamen 
Shenzhen, Nanjing, Chengdu and Changchun Then 
economic and social plans are submitted directly to the 
SPC and listed separately in the national plan 


4) The planned contract responsibility system has been 
introduced in si sectors. Since 1981, sa sectors and 
companies. namely the oil-producing sector, coal-mining 
sector, metallurgical sector, the Chinese Nonferrous 
Metals Corporation, the Petrochemical Industral Cor- 
poration. and the Ministry of Railways have introduced 
the planned contract responsibility system in varying 
forms and shapes Within cach sector, authority, respon- 
sibilities. and interests are integrated through level- 
by-level contracting 


CGrving cities and enterprise groups provincial-level eco- 
nomic decision-making authority and contracting in the 
trades have indeed been highly successful This is a fact 
visible to all) With the passage of time, however, more 
and more problems have come to the fore. First, many 
major relations have not been clearly defined and are 
fraught with contradiction after contradiction The rela- 
tions between a city with provincial-level economic 
decision-making authority and the central government 
and that between such a city and the province where it is 
located are highly complex For example financial rela- 
tions, when accounts are settled at vear end. these 
relations can take any one of these three patterns Some 
cites (eg. Ningbo) are directly pegged to the central 
government, not the province Some (cg. Guangzhou 
Xian) are not pegged to the central government. some 
follow a pattern of three-way (central government, prov- 
ince. and Municipality) distribution In the wake of local 
financial contracting. problems are prominent and rela- 
tions more difficull to sort out. A semilar situation exrsts 
in enterprise groups Second. authority responsibilities 
and interests are not well defined All decision-making 
bodies lack sclt-restrarning. self-balancing mechanisms 
For example. sectoral contracting has created two-level 
legal persons After an enterprise becomes the center of 
investment and profit-making tt tends to act in a highly 
mvyopi was There 1s widespread competition between 
sectors for the investment dollar and projects, ever 
the extent of severing linkages between sectors ai. 
within the sector itself 


4) Although some improvements have been made in the 
planning sysiem and comprehensive allocation. overall it 
still cannot mect the need of the developing Chinese 
economs The traditional planning system was charac- 


tenzed by an unduc emphasis on economic growth rate 
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short-term planning, and economin development, while 
ignoring economic fesults, mid: and long-term planning. 
and the coordinated development of the economy wi 
efee and technology, and society Now the outstanding 
issue 18 thal Hol Only Must We CONTINUE to COFred! the 
extensive weaknesses in the old system bul we must aloo 
adapt the planning system and its working methods to 
the Hew post-reform and post-open policy era 


11, Some Preliminary — 
Plannin Sreteee dorian the Plante Fite-Veos Plas 


Reform of the planning system to date must first tackle 
the integration of the planned economy with market 
regulation. Toward that end, we must accomplish the 
following. First, draw up a good plan. particularly a good 
long-term plan That will be a tangible sign that the 
planning mechanism is working Moreover. it will pornt 
up a direction for the market mechanism and create 
room for it to maneuver, Second, draw up an industrial 
policy This is an important expression of the integration 
between planning and the market It brings together 
planning and the market. development and reform. the 
short-term and the long-term closely Third. means of 
economic leverage, including the budget. banking. for- 
eign exchange. and prices. They both embody the wishes 
of the government and indirectly influence economn 
activities, creating Maneuvering room for market regu- 
lation Fourth laws and regulations They caxpress class 
interests and aspirations and lay down the respective 
methods of operation and scope of planning and the 
market Fifth. information Both planned regulation and 
market regulation will be hard to accomplish without an 
advanced and far-flung information feedback. transmis. 
son, and processing system. Once you do a good job 
here. you can integrate planning and the market success. 
fully 


Even as we firmly adhere to the integration of the 
planned economy and market regulation. we must also 
observe five other principles. First. adjust interest rela 
tions properly and intensify reform of the planning 
system Second. in the production arena. pul expanded 
reproduction under command planning while stepping 
up guidance over simple reproduction Third. in the 
realm of circulation, impose command planning on key 
materials vital to the national economy and peopic’s 
livehhood and intensify planned guidance over ordinary 
materials Fourth, in the realm of disintbution. beet up 
the centralized management of the allocation of social 
funds Funds already in market regulation should be 
‘ader planned guidance Fifth. in the realm of consump. 
vn. strictly curb the unchecked expansion of consump- 
won demand and intensify the planned guidance of 
changes in the consumption structure 


As we steadfastly integrate the planned coonom, with 
market regulation during the Eighth Five-Year Plan. we 
must correspondingly make the following adjustments in 
the planning system 
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A) Adjust as appropriate the relative importance of 
command planning. guidance planning. and market rege 
ulation in both production and circulation and improve 
planned guidance and management 


Considering that products differ in their degree of 
importance, supply-demand situation the maturing of 
ther market. the needs of key productive construction, 
and price system. we should increase the relative impor: 
tance of guidance planning as appropriate during the 
Fighth Five-Year Plan. Accordingly, we may make any 
one of these adjustments depending on the circum: 
stances In the case of some key energy products where 
command planning has been de-emphasized of where 
the share of state allocation has been set too low, we 
should properly increase the command planned output 
and the share to be turned over to the state Second, in 
the case of leading raw materials like steel and nonfer- 
rous metals. other than the share centrally allocated, the 
state should directly procure a set percentage to increase 
the amount under direct central control Third, increase 
the product variety in some industries under command 
planning. such as some of the more important industrial 
raw materials industries Fourth. the state should be 
given priority in placing orders for certain key products 
under guidance planning 


As we adjust the relative importance and scope of 
command planning. guidance planning. and market reg- 
ulation as appropriate, we must also improve the man- 
agement of command planning As for guidance plan- 
ning. we should review our practical experience of the 
past few years in earnest and continuc to develop specific 
methods of operation A number of localities have been 
experimenting with “contract ordering” and “linking 
trade to industry” and have scored some successes Such 
methods should be continued and introduced in more 
and more areas. As for market control, we should con- 
centrate on rectifying market order, and establishing and 
IMproving Necessary market trading regulations Right 
now we must first introduce an open marketing system 
for key capital goods outside the plan. Under such a 
system. the amount of goods, product prices, object of 
sales. and methods of settlement will be made public 
Also. the dual-track pricing system for capital goods 
should be brought to an end satisfactorily and the 
differences between prices in the plan and prices outside 
reduced to effect the transition to a4 one- 
commodity -one-price system 


B) Appropriately adjust and continue to improve the 
planned management of fixed assets investment Limit 
the scale of investment even more stringently Improve 
the investment structure and better the return on invest. 
ment 


The authority to examine and approve construction 
projects should be returned to the higher levels as 
appropriate. The authority to cxamine and approve 
large. and medium-sized capital construction projects 
above the cut-off point must continue to be returned to 
the central government In addition. we should adjust 
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the iAvestment ceiling in some industries in accordance 
with the national industrial policy During the period of 
economic rectification, smallscale local proyects and 
Projects under the ceiling should in principle be exam 
ined and approved at the provincial, Municipal, of 
regional levels or by the appropriate Municipality with 
provinciai-level economic decision-making authority At 
the same time. investment decision-making authority at 
both the central and provincial levels should be stream. 
lined. In principle. the authority to examine and approve 
investment projects should be centralized in the plan- 
ning agency at the same level At a minimum. a report 
should be sent to the planning agency for record pur- 
poses Investment examination and approval should be 
under the overall guidance and regulation of the plan. 


ning agency to avoid the confusion and waste that may 
result too Many agencies Making investment deci- 
sions 


Further the guidance and management of all kinds of 
projects financed by funds raised by units themselves 
Joint investment between localities and enterprises 
should be incorporated into the unified plan of the 
locality where it is located The investment activities by 
parties involved in horizontal economic associations as 
well as the establishment of enterprises funded by enter. 
prises of the three capital sources Must meet the require. 
ments of the national industrial policy 


() Gradually establish and perfect a sound social income 
distribution management system and practices Contro! 
the excessive growth of consumption demand effectively 
to ease the tension of unequal distribution 


To make the growth of consumption funds fal! in line 
with gains in national income and productivity. we must 
step up the management of wage funds. improve the 
wage Management system. and improve the cxamination 
and review system of the use of wage funds as well as the 
bank payment supervision system Continue to improve 
the practice of pegging total wages to profitability 

Tighten the control and regulation of the assorted 
incomes of both urban and rural residents Improve the 
collection of the income tax 


D) Straighten out the relations between planning. 
finance. and banks Clearly define the jurisdiction and 
responsibilities of planning agencies at the central and 
provincial levels. The planning agency 1s a comprehen. 
sive agency that formulates and executes the national 
plan and 1s charged with the vital mission of balancing 
the national economy overall. To fulfil that mission. the 
planning agency must be equipped with the function of 
coordinating the various tools of coonomn leverage 
Therefore. in entrusting the responsibility of overall 
balancing to the planning agency. we should also confer 
upon it the authority to coorcimnate the vanous means of 
economic leverage and enab ¢ it to exercise them Also 
planners must take into ‘ull consideration what the 
Ministry of Finance and the banks can actually do The 
work of the treasury and that of banks must supplement 
and improve planning Given a sound division of labor 














4 ECONOMIC 


between them, the planning agency, the Ministry of 
Finance. and banks should take the imitative to coop: 
erate with one another closely, syfehronize their steps. 
and coordinate their actions, thereby forming a sound 
and effective macroeconomic regulatory and control 
system 


tL) Correctly handle the relations between the central 
government and localities. Further clarify their respec: 
tive planning jurisdictional limits. A decade of reform 
has notably altered the management system in financial 
Matters investment, the supply of materials. and foreign 
trade Reform has greatly mobilized local and enterprise 
inttiative Be that asit may, the problems in central-local 
relations have never been properly solved Financial 
authority. the authority to resolve matters, and eco: 
nome Management authority have not been divided 
properly Authority, responsibilities, and interests are 
divorced from one another, to the grave detriment of the 
overall effectiveness of reform In recent years. the 
practice of favoring some local interests over others has 
exacerbated local separatism and isolationism A 
regional policy that over-differentiates has caused the 
localities to try to outdo one another, severely under- 
mining Macroeconomic regulation and control As a 
result. Clear regulations should be made soon on the 
responsibilities and reach of local regulation and contro! 
First. the formulation of the local economic develop- 
ment strategy and major economic policies must be 
guided by the macroeconomic policies of the central 
government and must form a coherent whole with the 
latter Second, tan policies must be written by the central 
government. Local governments have no authority to cut 
or Waive taxes, or adjust tax rates as they please. let alone 
increase or decrease the number of tax types. Third. 
abolish credit contracting by localities. Instead. under 
vertical leadership, the banking system should centralize 
the issue of loans. As a leading organization of macro- 
economic regulation and control for the near future. 
banks should not carry out any enterprise-like commer- 
cal activities. Fourth, reduce the scope of local price 
adjustment and strengthen centralized price manage- 
ment and control In shorn, the criterion we should 
follow in correctly dividing the management jurisdiction 
between the central and local authorities 1s to make the 
central government better able to regulate and contro! 
the macroeconomy,. to do things that favor the imposi- 
tion of national laws, central planning. and the creation 
ofa unitary market At the same time, we should also try 
to help unleash the initiative of provinces, municipall- 
tres. and regions as well as municipalities with provin- 
cial-level economic decision-making authority Accord- 
ingly. we may consider adopting level-by-level 
management vertically and sort out relations honzon- 
tally so as to achieve a reasonable sharing of authority 
vertically and a relative concentration of power horizon. 
tally 


fF) Work hard to create a macroeconomic regulatory and 
control system that 1s consistent with the principle of 


JPRS-C AR-91-028 
22 May 1991 


integrating the planned economy with market regulation 
and promoting sustained. steady and healthy national 
economic development 


Concentrate on solving the problems arining from the 
coordinated application of various economic, legal, and 
administrative tools, Eliminate “reverse regulation” in 
Macroeconomic regulation and control Gradually estab: 
lish anew Macroeconomic regulatory and control system 
that promotes steady economic growth Put together a 
multi-level regulatory and control system, that is, a 
power system that combines central regulation and con. 
trol with local regulation and control, with emphasis on 
the former There must be uniformity in fiseal policy. tan 
policy, Monetary policy. foreign exchange policy, and 
market regulations and policies Also, improve the ver: 
tical leadership system in banking. tax collection, statis: 
tics, and auditing Increase as appropriate the amount of 
financial and material resources and foreign exchange 
under the direct control of the central government to 
increase its ability to regulate and control the macro- 
economy and sicer the economy effectively As for the 
majority of routine economic activities, indirect regula- 
tion and control should be apphed as much as possible to 
enliven the cconomy Moreover, we must speed up 
macroeconomic legislation and formulate such basic 
laws as “planning law.” “investment law.” “price law.” 
“banking law.” “budget law.” and “steady national 
economic growth law ~ 


(+) Continue to improve the planned management of 
large. and medium-sized enterprises and enterprise 
groups. giving full consideration to the important pos- 
tion of state-owned large- and medium-sized enterprises 
Make sure they are compatible with command produc- 
tion and allocation plans and give them preferential 
treatment in funds. energy. raw maternals, and transpor- 
tation to achieve a balance between the two or at least 
narrow the gap as much as possible Systematically select 
a number of large-scale enterprises and enterprise 
groups. particularly energs and raw maternal enterprises, 
that impact the entire national economy and give them 
decision-making authority in the national plan Improve 
the method of giving economic decision-making 
authority to large enterprises and enterprise groups by 
drawing upon practical cxapenence 


FINANCE, BANKING 


Analysis of Causes, Options of National Debts 


VIC E0404 Tanuan CALIIN MAOYVTISFINANCE AND 
TRADE) in Chinese No 1, 18 Jan 91 pp 18-20 


{Artucle by Zhu Boming (2621 2672 6900) of Hangzhou 
University: “The Peak Penod of National Debt Repay- 
ment: The Analysis of Causes and the Choices of Coun- 
termeasures | 


[Text] When China began to retire national debts im 
1986. the amount of capital and interest payment was 
insignificant in spite of annual increases until 1990 when 
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it suddenly rose to 47.494 billion yuan, a 7-fold increase 
over 1989 The percentage of the capital and interest 


payment of national debts in the financial expenditure of 


the same year also rose from | percent in the previous 
few years to about 12 percent. This shows that China has 
entered into the first peak period of debt repayment 
since its founding The departments concerned predict 
that this peak period will last 111993) The reality makes 
us wonder What has caused the peak period of det 
repayment’ What countermeasure shall we take’ 


1. Cause Analysis 


The peak period of debt repayment is manitested as a 
sharp increase in the amount of capital and interest 
payment in a certain year or several years as compared to 
that of other years: While other conditions remain con- 
stant. the amount of annual capital and interest payment 
is determined mainly by the amount of debts to be 
repayed, the duration of debt maturity perod, and the 
level of bond interest rates. So it 1s possible to find a 
direct cause of the peak period of debt repayment in the 
following areas 


\ The amount of debts to be repayed continues to 
increase Between 1981 and 1984 China issued 4 billion 
yuan of treasury bonds every year, totalling 16 billion 
yuan in the four vear peniod Of this, about § billion yuan 
needs to be paid back between 1990 and 1993. Between 
1988S and 1987 the size of treasury bond issues increased 
to 6 bilhon yuan, totalling 18 billion yuan. These trea- 
sury bonds will also mature during the period of 1990- 
93 National debts to be paid back in capital and interest 
during this period also include 20 billion yuan of trea- 
sury bonds issued during the period of 1988-90, 5.5 
billion yuan of mayor construction bonds issued in 1987, 
3 bilhon yuan of national construction bonds and 7 
billion yuan of revenue bonds issued in 1988, and 12 
billion yuan of value-guaranteed government bonds 
issued in 1989. This shows that as the variety of national 
debts increases and the scale of issue expands, the 
amount of national debts to be retired during the period 
of 1990-93 also increases daily. This is an important 
cause of the peak period of debt repayment 


B The matunts penod of debts continues to shorten. In 
the past 10 vears, the trend has been that the maturity 
period of Chona’s treasury bonds continues to shorten 
Treasury bonds issued between 198! and 1984 have a 
maturity ranging from five to 10 years. and those issued 
between 1985 and 1987 have a maturity of three vears 
In addition, the maturity of major state construction 
bonds issued in 1987 and valuc-guaranteed government 
bonds issued in 1989 1s only three vears, and that of 
revenue and state construction bonds issued in 1988 1s 
even shorter. only two vears. As a result, the maturity 
period of most national debts has changed from long- 
and medium-term to short- and medium-term The 
shortening of the maturity penod has caused national 
debits to be retired all in the 1990-93 penod. thus 
increasing the burden of annual capital and interest 
payment 
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(. The meren rates of bonds continue to imerease 
Normally interest rate is always shorter for bonds with 
shorter Maturities. His just the opposite in China the 
shorter the maturity of a national debi, the higher its 
interest rate The interest rate of treasury bonds sold to 
institutions is 4 percent for the 1981-84 issue, § percent 
for the 1985 issue, and 6 percent for the 1986-45 issue 
The interest rate of treasury bonds sold to individuals 
has increased even faster, The 1981-84 issue is 8 percent, 
the 1985 issue 1s 9 percent, the 1986-88 issue is all 10 
percent, and the 1989 and 1990 issues are as high as i4 
percent. In addition, major construction bonds sold to 
institutions are 6 percent, and those sold to individuals 
are as high as 10.5 percent, revenue and state construc: 
tion bonds are respectively & and 9.5 percent. As for 
Value-guaranteed government bonds, it is one percentage 
point higher than the bank interest rate on time savings 
deposits during the same period (the valuc-guarantecd 
subsidy rate 1s also taken into consideration) The con- 
tinous rising of the interest rate of national debts has 
increased the expenditure of interest payment of 
national debts. This 1s another reason for the peak period 
of debt repayment 


The concentration of the quantity of national debts and 
the imbalance of maturity period and interest rate are 
both caused by a certain economic background So there 
must be deeper reasons behind them These deeper 
reasons are inseparable from the mistakes in the man- 
agement of national debts 


A. The choices of the model of issue and tie method of 
retirement of national debts are inappropriate As of 
today, China has employed basically two models for the 
issuance of national debts: one is increasing period by 
period, the other, year by year. Between 198! and 1987 
it basically used the former. This period was divided into 
first and second periods with 1984 as a dividing line 
Since 1988 China has basically employed the latter 
mode! for the issuance of treasury bonds and other kinds 
of bonds Neither of these two models is conducive to 
balancing annual capital and interest payment This ts 
because the former mode! will create a great “jump” 
between the two repayment penods whereas the latter 
mode! will cause the annual capital and interest pay ment 
to “snowball” during the retirement period Corre. 
sponding to this, the method of retirement is overly 
unitary. All treasury bonds issued between 198! and 
1984 will be retired penodically with five installment 
payments in a five-vear peniod. This method was org: 
nally conducive to balancing the annual burden of 
national debts. But since it was fairly complicated (it 
required lots to be drawn), beginning in 1985. repayment 
of all bonds. including treasury bonds, was changed to 
repayment in one lump sum at their maturity date 
Under the precondition of the irrational maturity 
schedule of national debts, using the one-time payment 
method has produced the “overlapping” effect of capital 
and interest payment 


B. The issue of national debts has ignored the normal 
economic returns of subscribers. The profit level of 
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treasury bonds issued between 198! and 1984 was too 
low. The maturity period of these bonds was five to 10 
years, their interest rates were 4 percent (for group 
subscribers) and & percent (for individual subserbers}— 
both lower than the 4.2 percent of three-year group 
savings deposits and the 9 percent of eight-year indi 
vidual savings deposits. Such a low profit level plus the 
fact that treasury bonds were apportioned to different 
levels in accordance with administrative divisions and 
the fact that they cannot be circulated, transferred, sold, 
nor reported as lost, have made the issue of treasury 
bonds unappealing. In order to save the reputation of 
treasury bonds, China allowed 1985 treasury bonds to be 
cashed at banks, but this did not help because the 
discount rate was too high. Under these circumstances, 
China was forced to raise the profit level by shortening 
the maturity period and increasing the interest rate. This 
shows that overemphasizing the goals of low cost and 
casy Management and ignoring subscribers’ interests 
have instead distorted the structure of the maturity 
period and interest rate of national debts 


( The coordination of macroeconomic policies and 
measures ts absent. Since 1985, due to the lack of unified 
management and coordination of the interest-rate level, 
the interest rates of bank savings deposits, social fund 
raising, and vanous bonds have been competing with 
one another. For instance, in 1985 the interest rate of 
treasury bonds sold to individual subscribers was raised 
to 9 percent, which was higher than that of bank savings 
deposits during the same penod. But in the second halt 
of 1985 the interest rate of bank savings deposits was 
raised to 9.6 percent, so the interest rate of treasury 
bonds dropped lower than that of savings deposits. In 
1986. the interest rate of treasury bonds was again raised 
to 10 percent, shghtly higher than that of savings 
deposits However, since banks offered value-guaranteed 
savings deposits in 1987 and 1988, the interest rate of 
savings deposits was again higher than that of treasury 
bonds So the two continue to compete with each other 
and the interest rates continue to nse even higher 


> The mechanisms of self regulation and circulation of 
national debts are absent. The results of foreign practice 
show that issuing replacement debts in a timely manner 
is a good measure for coping with the peak period of debt 
repayment and reducing financial pressures. Three to 
four ears ago some people already predicted that China 
was going to face the peak penod of debt repayment 
Had we seized the opportunity then to issue a certain 
amount of replacement debts, pay off some debts before 
maturity dates by offering a lower interest rate, and 
extend the maturity of some debts by offering a higher 
interest rate, we could have prevented this peak penod of 
debt repayment. At least there would not have been over 
0 bilhon yuan of “peak value.” But China did not offer 
such services in a timely manner. It was not until 1989 
that departments concerned decided to extend the matu- 
rity of treasury bonds, which were issued between | 98! 
and 1984 and to mature in 1989, for three more years 
But this measure of compulsory extension not only could 
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not help ease the peak period of debt repayment but 
instead increased the burden of debt repayment in 1992 


2. Chores of Countermeasures 


The peak period of national debt repayment which 
involves over 30 bilhon yuan of annual capital and 
interest payment and will last two to three years 1s 
undoubtedly a problem to a country whose revenue 
accounts for less than 25 percent of its national income 
and which has suffered financial deficits for 10 consec- 
utive years. However, clearing national debts is a 
problem that must be solved properly because tt con. 
cerns not only state credit and the reputation of national 
debts but also the legal interests of the braod masses of 
creditors. lt even has a close bearing on the successtul 
fulfillment of the task of national economic rectification 
and improvement. [think that in order to sail through 
the peak period of debt repayment, we need to start with 
two things 


A Raising sinking funds. The basic way to get us through 
this peak period of debt repayment is to raise sinking 
funds. Although our current financial situation is diffi. 
cult and the contradiction between revenue and expen. 
diture is rather prominent, the entire national economy 
iS undergoing rectification and improvement which has 
created good conditions for increasing the ratio of state 
revenue to national income and stopping the loopholes 
of financial leakage. In other words, 1 1s fully possible to 
raise sinking funds during the readjustment of the dis- 
tnbution pattern of national income At the same time 
we must also improve the strcuture of state expenditure 
Although expenditures for the purpose of maintenance 
and developmenmt both need to increase. they should 
yield to a certain degree to the expenditure incurred to 
retire debts in the peak penod of debt repayment Based 
on the proyection of financial growth, financial depart. 
ments may design a national plan for the growth rates of 
various expenditures so as to guarantee the source of 
mones to repay debts 


B. Extending the maturities of some national debts. In 
order to protect the reputation of government bonds and 
the lawful interests of creditors, the interest rate should 
be higher than the orginal rate during the extended 
period. This measure of increasing interest rate and 
extending maturity period may increase the state burden 
of interest payment, but it still 1s a wise chore under the 
current situation of extremely limited financial 
resources. To implement this measure, we may use 
administrative order or economic incentive. Judged by 
our national conditior. the latter is a better choice 
Because the reputation of national debts was not ver 
good a few years ago and because the maturity penod of 
some national debts held by institutions was already 
extended through compulsory means in 1989 without 
the offer of higher interest rates, we cannot continue to 
adopt such practice in the next few vears. The method of 
refunding old debts with the issue of new debts is not 
compulsory and can guarantee that the interest of cred- 
itors will not be encroached upon, so it will be welcomed 
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by the broad masses of creditors. Of course, if we can 
stimulate the people's patriotism through propaganda, 
the effect will be even better, The refunding will not 
resullin too much increase in interest payment. It will be 
even better for us to refund such categories as treasury 
bonds held by institutions, special bonds, and value- 
guaranteed government bonds. 


The peak period of debt repayment can create a dilemma 
for the government of any country. If it fails to retire its 
debts due to insufficient financial resources, ut will 
damage the credit of national debts. If it retires all debts 
as they mature, it will disrupt the structure of budget 
expenditures or worsen the contradiction between rev- 
enue and expenditure Therefore, in the long run we 
must try to avoid the recurrence of the peak period of 
debt repayment. 


\ We should ensure that the size of the annual issue of 
national debts is somewhat “flexible “ Judged from the 
pattern of national debt issues in the past 10 years, the 
scale of the annual issue of national debts has increased 
gradually. This is because China's national debts are 
incurred essentially to finance production and construc- 
tion. The main function of national debts 1s to satisf) the 
capital needs of production and construction. To ensure 
such a function, we must guarantee that there is a 
definite amount of net income from such debts every 
year This demands that the size of the annual issue of 
national debts to be “inflexible As a matter of fact, 
along with the development of the planned commodity 
economy. national debts should put more stress on 
regulating the economy in addition to raising funds 
Therefore, we should not limit the function of debts to 
making a definite amount of net income every year. If 
the issue of national debts can remedy financial deficits. 
we need not to worry even if the amount of debt 
repayment ts higher than the amount of debt issuance in 
some years. Moreover, in the future banks will no longer 
offer loans and credit to remedy financial deficits, we 
can instead rely on the issuance of national debts. Based 
on such an understanding, we should ensure that the 
annual issue of national debts has certain “flexibility.” 
for such “flexibility” can help us avoid the peak penod 
of debt repayment 


B We should stress the tactics of issuing national debts 
First. the determination of the profit level of national 
debts should not be based solely on commercial interest 
In addition to publicity and encouragement, we may 
offer more preferential treatment regarding taxes. For 
instance, individuals may be allowed to deduct the 
amount of national debts they subscribed before paying 
individual income regulatory taxes. We may put an 
appropriate limit on the amount of money the public can 
contribute to social fund rarsings and purchase various 
enterprise securities. Or we may increase the circulation 
and hquidity of national debts by further opening and 
improving the transfer market of national debts. Second. 
we should try to arrange the maturity schedule in a 
direction commensurate with the use of debt income 
The duration of the maturity period of national debts 
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used to finance production and construction should be as 
close as possible to the time needed to recover the 
investment of the projects: When fiaing the maturity 
period of national debts issued to remedy deficits, we 
must consider when the financial situation will improve 
In addition. we should let subscribing organizations 
handle the sales to reduce the expenses incurred by the 
issuance of national debts 


(. We should readjust the national debt retirement 
policy. China should consider establishing sinking funds 
to retire national debts This can balance the burdens of 
annual capital and interest payments and save the gov- 
ernment from the embarrasement of having to face the 
dilemma during the peak pernod of debt repayment 
After the establishment of sinking funds, we may change 
the method of national debt retirement from current 
one-time payments to market transactions, because the 
latter has many advantages compared to other methods 
For instance, when bond prices decline. the government 
can purchase bonds from the market at a price lower 
than their face value, which can help reducing the 
burden of debt repayment. As far as creditors are con- 
cerned, the purchase of large numbers of bonds by the 
government can help stop the further decline of prices. 
thus. it 1s also beneficial to them In addition, the interest 
payment of national debts should not be made along 
with the payment of capital in all cases. Instead, as 
various conditions gradually mature. we should shift as 
soon as possible to the track of installment payment 


Construction Bank i lol * 
n Pudong lo Issue Enterprise 


VIC EOSOIC Bevine JINRONG SHIBAO in Chinese 
26 Mar 9l p 3 


[Report by Zhang Yuan (1728 1254) “Construction 
Bank in Pudong To Act as Agent for Issuing Enterprise 
Bonds Worth $0 Million Yuan") 


{Text} The branch of the People’s Construction Bank of 
China in Pudong. Shangha:. is actively developing the 
securities business in order to develop Pudong. It 1s 
expected to act as an agent for issuing SO milhon yuan 
worth of enterprise bonds for Shanghai's Gaoqgiao 
Chemical Company in the first half of thes vear. At the 
same time. preparations will be under way for issuing— 
or acting as agent for issuing—financial. local. enter- 
prise, and other bonds 


According to estimates by departments concerned, 
during the Eighth Five-Year Plan. the key municipal 
proyects for developing the new Pudong zone wall require 
more than 40 billion yuan worth of investments. Each 
vear nearly 400 million yuan of this amount will be 
raised through bond issues For this purpose, the Pudong 
branch of the Construction Bank will adopt the following 
measures this year It will actively coordinate with the 
municipal government in working to formulate a plan 
for land-mortgage bonds in Pudong. and work to issue 
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the bonds. It will help the New Pudong Zone Development 
Company devise a plan for investing settioment allowances 
in securities for the rural labor force. [It will introduce $00 
millon yuan worth of credit tunds for the new Pudong 
zone using the capital flow network of the Construction 


Bank system nationwide It will actively explore ways of 


issuing bonds to other localities. It will select some tral 
SHOck-system enterprises of foreign-invested enterprises 
that enjoy good economic benefits. substantial financial 
returns, and that are competitive in the market, and act as 
their agent for issuing stocks valued in renminbi or foreign 
exchange certificates It will design new varieties of enter- 
prise bonds, and act as an agent for enterprises issuing 
bonds and short-term, fund-raising securities 


Construction Bank lo Issue Bonds 
VICE OSOIB Bevine JINRONG SHIBAO in Chinese 
26 Mar Yip: 


[Report by Jian Nuan (1696 1357) “Construction Bank 
To Issue Large Volume of Bonds This Year") 


[Text] According to a department concerned in the head- 
quarters of the People’s Construction Bank of China, the 
bank 1s expected to issue—oOr act as an agent for issuing— 
state bonds. financial bonds. and enterprise bonds worth a 
total of more than |0 billion yuan. These bonds are 
estimated to gradually enter the market after April 


According to statistics, from 1987 to the end of 1990, the 
Construction Bank issued—or acted as an agent for issu- 
ing—state, local. and enterprise bonds worth a total of more 


than 40 tilhon suan Of this. § bilhon vuan worth of 


financial bonds were supplied. using a special credit mode 
to capital-construction and technological-renovation 
projects that were within the state plan. were urgently 
needed by society. and that had good economic returns 
Nearly 20 bilhon yuan worth of vanous construction bonds 
were used in the construction of a group of key state 
projects. such as those in the areas of energy. transportation, 
raw materials. and electneits 


While developing the securities issues business, the Con- 
struction Bank has also emphasized developing and per- 


fecting the securities exchange business. By the end of 


1990. the Construction Bank had established nearly 300 
sites for securities exchanges, handling securities 
exchar > *h a cumulative total of nearly 2 bilhon 
vuan 


China Mer. .ots Bank To Set Up Branch in 
Shanghai 

OW OSUS 164491 Bevyine ViINHL 4A im Enelish 
1847 GMT 8S May 9! 


{Text} Shangha:. May 8 (\INHU A}—The People’s Bank 
of China has given its approval for the China Merchants 
Bank to establish a branch office in Shangha: 


Chis marks the first tume that a local bank from another 
province or city has set up a branch office in Shanghai 


JPRS-CAR-91-028 
22 May 1991 


As the first enterprise-fur ded joint stock bank in China, 
the China Merchants Bank was established in Shenzhen 
mm 1987 


At present, the Hong Kong based China Merchants Group is 
the bank's holding company The China Ocean Shipping 
Corporation 1s one of its participating companies. 


The China Merchants Bank 1s also the only bank on the 
Chinese mainland that has been approved to handle 
offshore financial business. 


To date. the bank has established business relations with 47 
banks in |S countries and regions throughout the world. 


The 30-story branch office will be built un the Lupazhu 
Trade and Financial Development District of the 
Pudong New Area 


INDUSTRY 


Export of Light Industrial Products in February 


MA0L08 102491 Beyine CEL Database in English 
Apr Vl 


| Text} Beying (CEL}—Following 1s a list showing China's 
export of light industnal products in Feb. 1991, released 
by the General Administration of Customs: 




































































item Unt) Feb 1981, 1980 
Paper and ton | 12,187 14.74) 
paperboard | 7 4 4 
Cement ton | 384.579 127.776 
— — — — + 22* — — 
Plate glass 10.000 sqm 286 107 
[square 
meters} 
> — — — —— 
Gla sware 10.000 USS 618 L. 274 
eae ee — — —— — © 
— T— 
Household 10,000 US$ 26% | B86 
pottery — 4 4 
Pear! 1o.900 USS 226 1% 
— — — — 
Wrist watch set 2.780.000 2.890000 
= — — — — + 
\ 61.017 87.97 
t — — set L 261.01 a 28 
Color set | 00.888 |b 6,167 
a. ws stipes 4 
Mono- set 160.163 138.107 
chrome | 
— + — 
Recorder set 1,782,983 1.089.602 
— —— —— + 
Electric fan set 1. $26,667 1.136.314 
— = — — — 
Bicycle set 231 493 88.018 
— — — - - —— —— — — — 
Garment in 10,000 20.047 | 18.820 
Suil pieces 
-~— ——— -+—- — 4 
Leather shoes pairs $, $60,000 2,730,000 
— — — > — 
Rubber sled 10.000 paors 2,975 2.597 
cloth shoes j 
— — — — = +o 
To 10.000 USS | 4270 | 3.003 
— — > > 
Export goods 10.000 US$ 68.135 $1,663 


~ — — — — — 


Processed and assembled with imported matenals (excluding those 
processed on contracts) 
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1990 Industry Indices for Coastal Cities a on Ton | 66a CSCO 
10 Apr 9! > + + — 
Eihylene | 10.0000 | 45.0 | “Mw 
a . , 
[Text] Beying (CEI}—Following is a table showing the Calcium chionde 10.000 | 4) 45 l 82 
. : » COs p . . 9 * — * —* 
industry indexes of some coastal cities in 1990 released — — a 
by China's State Statistical Bureau + , ‘ 
Syntheti ammonia 10,0001 SJB 62 , sis.st 
. . 
— Lait 10,000 \uan Fertilizer 10. O00 470 40 | 48) }) 
+ > . + > . 
Based vn ( urreat Price t Nitrogen | 10.00% | oS 4) | 2.05 
T : — T } , 7 : — —* ii) 
City lotal Output Heavy lad Light lad Phosphorous | 10, O01 | 104.61 it sv 29 
Value | output Value | Output Value Potash 10,0008 Om» | 0.61 
. , < 4 24 * * + 
Total | 43,708,760 It 19,012 183 4 24.696.5 Chemical pesticide 10,0008 64? Se 
+ 
€ oastal open ¥9,292.627 7,917,343 21,375,284 Paint 10.0001 — 1) 28 l 16.14 
ertes + J > 
- T . , t , Dyestufl 10,000 146 106 
Dalian 2.418.370 1. $86.83) 861 839 4 4 
oe Si F — T J— Pharmaceuticals 10.0008 4% 77 
Qinhuangdao 123,749 189,219 134,530 —— 
3 T — T Try T rr Chinese patent med) 10.0001 409 480 
Tianjin $397,306 2,745,114 2.682.192 cine 
r ; ? * 
Yantai 1.372.161 | 736.305 855, 796 Tyre l 10,000 — 824.93 T 669 02 
T ena F 14 T , ’ , = * 
Weilar | VOR S84 WO)? | $48 06) Sunthetic rubber 10.000: | 908 6) 
, 3 rT" T * . > * . 
Qingdac + — , —— + 1.300, 55 Film 10.000m yh) \45) 
" * * 7 “* on . > > 
Lianyungang a4 174. 08) 4%) 691 Color film 10.000m 2944 ‘Tt 
* * — — — * > > > 
Nantong > 4% 671.29 | 1 384.393 Plastics 10.000 64 4) $6 11 
- > — * i . — 
Shangha: 4 13,087, 100 4 / 320 700 4 76, 4K Notes m meters, t tons 
Ningbo >.0$4, 106 823.02) 1.231.085 
> - > - > / 
Wenzhou 4845 16? 2946 78S WR Va? Flectronic Products Sell Well at Export 
> - > - = —* ⸗ - ° 
Fushou 1 083,988 434.17 649.812 Commodities Fair 
> - > > 
Guangzhou 4.081.537 | 462.927 2,618.61 HA2 704084991 Bevying CHINA DAILY in English 
— — ~ . . 
Zhanjiang 663.964 1$7 797 $046. 147 é ipr y/ p 2 
— +> — — “ > 
Beihai 11446” 21.870 9°) 749 . | 
SEZ Ou ia aoi007 | 04m | 1039 4645 (By staf? reporter Li Zhuoyan] 
ites { 1») t) } tv 
> > + . 
Shenzhen 1.899 499 aa) 78? 1.417.742 | Text} Guangzhou—Sales of Chinese electronic products 
Zhuhai T sao?) 7 | 411 260 are booming at the Chinese Export Commodities Fair 
. —— . > —— > 
Shantou $87,080 189.725 667.325 Wu Tongzhu. deputy head of the Trading Delegation for 
— = a 7 * * J — * 
Xiemen 749.474 06.146 $43 318 Electronics, said that up to Thursday transactions had 
— @ r a a | = totalled $21! milhon, over $) milhon more than on the 
: y { , | 8 | n . 
— = . same day of last spring's event 
Note SEZ refers to Special Economic Zones This had taken them to seventh place. m terms of 





business done. among the |9 trading delegations at the 
fair, Wu said 


Dutput of Chemicals Jan-Mar 1991 Repos ted Color and black-and-white TV sets and tape recorders 
HK2204094091 Bevying CEL Database in English were the best sellers: contracts for cach exceeded $10 
22 Apr 91 millon 


[Text] Bening (CEL}—Following 1s a list of the output of “But we have sold fewer black-and-white TV sets than 
main chemical products in the first quarter of 1991 we expected,” Wu said 
released by the China State Statistical Bureau 

Electronic organs, toys and fans. refrigerators, and 





— > 7 — . Ww . . * * . 9 ; ‘ » q » * 
— t eit val —— washing machines were selling better than iast year, each 
+ ; > attracting business worth at least $1! milhon 
Chemical fiber 10.0008 44% w77 
= * > a ¢ . ° 
Sulphuric acid 10) O00 95 86 $4 41 Although the emphasis was now on cxporting more 
+ * + finished products and fewer components. at this farr. 
Dense nitrn acid 10,0008 ” 86 7s 


4 de dn more components had been sold than last vear 
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The mann reason for this was thal, under the new trade 
syotem. Chinese exporters can fo longer get State sub 
dies for losses. That made them more eager to sell 
components whose export costs were much lower than 
those of the fineshed products, Wu eaplained 


Huser came from about 40 countries and regions Hong 
Kong. Macao, the United States, Japan, Singapore. Paki 
sian the United Arab Lamirates and the Netherlands 
were the biggest, he said 


At thes fare electronics products traders have alo secured 
contracts with Poland, attending the far with other 
bastern European countries Te was the first time they 
had carried out spot transactions with Chinese eaporters 


Shanghai | pgrades Machine Lools Industry 
OW OF0S0I049T Beguine LINHA in bnelion 
O28 OMT 4 May 9 


| Text) Shanghas, May 4 (XINHUA)—A program using 
World Bank loans to carry out technical transformation 
of the machine tools industry in Shanghas is proceeding 
smoothths 


The program involves 16 plants and a research institute 
So tar over WO) proyects have been completed. adding 
nearly (OO sets of advanced equipment to the old 
machine tools enterprises in the city 


Shanghai is one of China's major machine tool producers 
and caporters In order to update the city's machine tools 
industry the Chinese Government signed an agreement 
with the World Bank in October 1987) According to the 
agreement, the Shanghar Machine Tools Corporation 
borrowed 64 million US dollars for technical transfor 
maton 


(iver the past three years the corporation has developed 
over SO new and hi-tech products. including a high 
precewon slideway grinder and a digital-control mult) 
mold prev 


\s a result, Shanghai's caports of machine tools reached 
“i outhon US) dollarseworth m 1990, triple the figur 
tor 198) Meanwhile, 25 percent of the caports im 1990 
were high-grade products. as against a mere 10 percent in 
IVE? 


The whole program will be complicted in 1992) By that 
time. the corporation will have more than 75 varieties of 
products, SR of which will be newly developed digital 
control, precision and high-efficrency automat 
machine tools The corporation's annual caport valu 
will grow to 23 milhon US. dollars. as against 6 55 
milhon |) S dollars m 1987 


JVPRS-C AR-9D-O2N 
22 May 1991 


CONSTRUCTION 


( onsiruction Projects Completed in Jan Mar 1991 


HA LIOS090091 Heyine C11 Datahaw in bnelih 
14 Way ¥/ 


| Feat) Beqing (CED -Pollowing ts a list showing capital 
Construction projects completed by state-owned units on 
jan Mar 1991. released by the China State Statistical 
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| tw ie — 1 voe0 
Tivtal 110) ellen iva) iw 
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Investment item | 17485 in tae 
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FOREIGN TRADE, INVESTMENT 


Price Issues Confronting Sino Soviet Border Trade 


VICE ODS Benne NAGE LILOUN VO SHLITAN 
PRICE THEORY AND PRACTICE] in Chinew No? 
heh Vi pp 48-49 


[Hy Tian Nowdong (1944 4424 099))| 

[teat] Since China and the Soviet Union resumed 
border trade relations im 1982. the situation has devel 
oped rapidly One after another, the provinces and 
reprons of Hevongyang. Jilin, Liaoning. and laner Mon 
pola. as well as Martin City, have signed a number of 
coonome and technical cooperation contracts and a 
large number of statements of intent with the border 
areas of the Sovict Far Last and Siberia and later with 
the Soveet mterwor 


(ripinally. border trade was confined within a certian 
distance of the border, but it has now broken out of thes 
mts For example. Herhe Prefecture border trade now 
imcludes none Soviet republics, catending in the Sovict 
limon to Lurope and in China to more than 20 pros 
moos Munkipalities. and regions 


However, there are stil, in the development of Sino 
Soviet border trade. certain pricing problems urgently on 
need of sctilement 


| A price control organization has not been perfected 
and proing of imports and caports wo chaotn The 
majorts of areas engaged in border trade business have 
neither specialized organizations nor specialized cadres 
io manage the prices of imports and caports Some 
border trade enterprises have been newly established in 
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the past several years. Most do fot have special organ 
sations to control prices. Generally, one pricing 
employee from the financial department works full-time 
of part-time on the specifies The system of management 
is quite incomplete They have not formulated control 
lists and methods of control for prices and division of 
labor with respect to imports and caports Prices and fees 
a for border imports and exports are aya result. 
me 


2 Foren buying and selling prices of smport and eaport 
goods are not in line with each other Because of thes lack 
of agreement, we are inadvertently losing money China 
and the Soviet Union both have many companies 
engaged in border trade Because cach is cager to make a 
deal for what it needs, there 16 4 serious tendency to 
underprice exports and pay too much for imports This 
gives the other party the advantage Hi not only harms 
state interests, it affects enterprise efficiency For 
example, if a border trade company imports wire rods 
from the port of Hethe. the foreign firm's price is higher 
than the fixed price in Heilongyang Province Another 
Hes iang border trade company contracted with the 
Soviet Union in 1989 to do engineering work The 
Soviets used railroad track to pay for it. with cach ton 
priced at 215 Swiss francs Because a border trade 
company in a neighboring province was unable to agree 
with the Heilongnang border trade company on price. in 
1990, the Soviets proposed raising their price SO Swiss 
francs per ton 


+. Prices negotiated abroad for import and export goods 
do not comende with domestic purchase prices When 
border trade prices are not subjected to centralived 
control, import and cxaport prices negotiated abroad are 
controlled by border trade departments. whereas prices 
of import and export goods purchased domestically are 
controlled by pricing departments The result has been 
that, in the last several years. the price of caport goods 
purchased domestically has risen extensively while the 
selling price abroad has remained relatively stable This 
has meant that the greater the amount of cxport goods. 
the greater 1s the loss to enterprises. The foreign selling 
prices of import goods are affected by Soviet domestic 
price rises and are constantly on the increase However 
China's domestic selling prices are under relatively strict 
control, thereby affecting the profits of border trade 
enterprises 


4 The information embargo between regions and 
between enterprises, price secrecy. mutual disparage- 
ment, and undercutting one another all give advantage to 
the Soviet side Some border trade enterprises. com- 
peting for the source of goods, fight for customers. usurp 
markets, and adopt certain unorthodox methods of com- 
petition, such as high priced purchases. low priced sales 
and undercutting and disparaging cach other. thereby 
allowing the Soviet side to reap the benefits 


§. There many deficiencies in the two prices for domesti 
and foreign import goods Heilongnang imposes two 
prices, domestic and foreign. on import goods This 
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creates unwillingness on the part of border trade enter 
prises to sell within the province = capital 
goods that are in short supply For es . lake fertil: 
iver imported from the Soviet Union The price of each 
ton of urea sold outside the province is more than 200 
yuan higher than the fixed selling price within the 
province. This resulis in vast amounts of imported 
fertilizer Nowing out of the province and affects inter 
provincial relations 


Tollowing are a few suggestions 


| We should strengthen border trade price control and 
guidance 


Border trade complements international trade How 

ever, as time goes by, we cannot continue to limit border 
trade resources and markets to the narrow confines of 
the border We must logically define the status of border 
trade and do a good job of handling the division of labor 
between border trade and ordinary international trade 
with respect to the varieties of import and export goods 


The purpose of border trade price control should be to 
help the market prosper. stabilize prices. and promote 
economic growth Because border trade is transacted on 
the basis of unauthorized contracts. sole responsibility 
for profit and lows. and self-administered balances most 
of it falls in the category of bartering, with prices being 
determined by barter agreements between two parties 
Based on this characteristic. we should. when formu: 
lating and controlling border trade prices. take into 
account the benefit to the situation as a whole and 
emphasize overall interests 


2. We should set up an organization to contro! and 
coordinate border trade enterprise pricing and opera. 
tons 


If we are to resolve the present problems of having 
multiple foreign contacts, contending for customers. and 
mutual disparagement and undercutting. we have to 
strengthen macroeconomic regulation and control and 
planned management of border trade First, we must set 
up an organization to control and coordinate operational 
activities of border trade enterprises (including price 
coordination work) Second, this organization must do a 
good job of surveying and researching the Soviet market. 
including its domestic market, to facilitate a rational 
arrangement vis-a-vis the source of goods Third. we 
should, on a regular basis. train foreign trade cadres. 
improving their ideology and operational skills. to mect 
the needs of border trade work Finally. a coordinating 
organization should promptly collect pertinent foreign 
and domestic data and provide it to border trade enter- 
prises for development of their operational activities 


Al the same time, in imposing unified leadership on 
border trade prices nationwide. different levels should 
have different levels of responsibility General and spe- 
cific pohcies on border trade prices should be unified 
macroeconomically On this basis. local government and 
pricing departments should be, in accordance with the 











“4 ECONOMIC 


particular characteristics of border trade, given specific 
jurediction to maimtann within logical limits regional 
price differences and qualitative price differences of 
goods 


\ We should impose price discrimination policies 


Horder trade is not the same as ordinary international 
trade Tt cannot use foreign exchange or use oversupphed 
domestic goods in exchange for goods in short supply to 
alleviate a domestic disparity between supply and 
demand. We, therefore, have to impose a policy of 
inclination with respect to prices, for example. by per- 
mitting imported capital goods (fertilizer. steel products. 
and lumber) not assigned by the local plan that was 
bought at a high price to be sold on the outside at a high 
price 


4 We should impose classification control on separate 
varieties 


We could, on the premise that « would benefit the 
domestic market and capand imports. impose classifica: 
tion control on separate varieties If we are to prevent 
border trade enterprises from competing with cach other 
by paying too much for imports and underpricing 
exports, we have to impose fixed price and bas price 
controls on negotiated sales prices With respect | 
important large-volume commodities. there should be 
uniform limitations on the highest and lowest negotiated 
sales prices, and with respect to small-volume commod- 
ities. we should furnish border trade enterprises with 
reference base prices, thereby giving them something of 
a basis to go on. Price control of imported goods sold 
domestically should be imposed both lenentl and 
strictly according to the different goods tt should be 
apphed with discrimination to avoid any direct adverse 
effects on the domestic market 


5 We should establish the necessary legal adjudicating 
organization 


Now and then, trade disagreements and disputes occur 
between China and the Soviet Union However. our side 
lacks appropriate measures for arbitration and legal 
intervention. When problems arise. we are at a loss what 
to do. In the Soviet Union, the industrial and commer. 
cial associations arbitrate trade disputes. China should 
also set up an arbitration organization and. at the same 
time. formulate appropriate rules and provisions to 
provide a legal basis for handling disputes 


6. We should strengthen the training of border trade 
pricing cadres 


In the wake of reform and opening to the outside world 
and increasing growth in Sino-Sovict trade. we must 
strengthen our traming of border trade pricing cadres 
and improve their ideological, political. and operational 
skills to meet the needs of Soviet border trade work 


JPRS AR-OL-O2N 
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persign-tnvossed baterprive Management 


VIC 204664 Heying GLOW MAOVIWENTT 
HNTERNATIONAL TRADE JOURNAL) in Chinese 
No 2 28 heb Ol pp & 14) 


|Article by Zheng Baoyin (6774 1405 6892) and Han Qi 
(7281) VH25) “Management Problems in Foreign: 
invested Enterprises and The Solutions’| 


[Test] Foreign traders have been investing in China for 
more than 10 years Today. foreign-invested enterprises 
have become an integral part of the building of the 
country's national economy. playing a major role in 
economic development during the countrys preliminary 
stage of socialiam Numerous successful three kinds of 
partially of wholly foreign-owned enterprises have pre: 
liminarily shaped sirict and painstaking forward. 
looking. and distinctive management styles These serve 
hot only as eaperence for the reference of numerous 
three kinds of partially or wholly foreign-owned enter- 
prises, but also are bound to advance improvement in 
the modernization of management levels in all industrial 
enterprises in the country 


Nevertheless. although the form of operation of foreign: 
invested enterprises in the Country 1s not the same at the 
present time. all are “entrepreneurial entities” under two 
different economic systems and two socio-cultural sys 
tems In addition. since the country’s economic oper- 
ating mechanism is sill in a period of exploration, 
formation, and perfection in which the new and old 
systems rub against and collide with each other, this will 
doubtlessly occasion new difficulties and new problems 
for foreign-invested enterprises 


1. Problems in the Internal Management of 
Foreign invested F aterprises 


1 On the Chinese side “property nghis are nominal,” 
and responsibility for state-owned assets 1s ambiguous 
Enterprises frequently) resort to administrative subords- 
nation relationships to cover up the relationship between 
asset owners and enterprise operators. consequently Chi- 
nese Operators are prone to disregard enterprise eco- 
nomic returns, and the social responsibility that opera- 
tors should bear 


In Sino-foreign jointly operated and cooperatively oper- 
ated enterprises, the true Chinese investor mm equity 6s 
the slate No matter the principal making the input, and 
no matier whether it 1s money. land. plant buildings. or 
equipment that is being inputted. all the property 
belongs to the state. The chairman of the board of 
directors and the Chinese directors are virtually all 
appointees of the Chinese investing unit concerned 
They act as representatives of Chinese assets with 
responsibility for supervising the enterprises’ adminrs- 
tration and operation Nevertheless. since the Chinese 
directors are only representatives for “state assets.” on 
addition to which contracts do not explicitly provide for 
the nights and interests of the Chinese directors for state 
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assets. of the fesponsiulities they are to carry, ete. this 
hoMinalization of ownership rights for state assets cre: 
ales a situation of ambiguous responsibility for state 
assets 


The “nominal property rights in Sino-boregn joint 
ventures occasions very many problems as follows 


(1) Tt adversely affects the of concern for state 
assets of the Chinese directors We found in a survey that 
the Chinese directors in some enterprises rarely exer: 
cised their supervisory functions, and they were indit- 
ferent about how managerial personnel managed state 
assets. as well as the chowe of managers, the investment 
of capital, and management results. etc A situation of 
“directors domg no directing” was fairly universal, This 
was also one of the reasons for general managers 
exceeding their authority and arrogating authority to 
themselves 


(2) Chinese administrative personnel bear no respons: 
bility for operating risks They are not responsible for 
enterprise bankruptcy of closure Since the Chinese 
equity isin the form of state assets, the Chinese admin- 
istrators and managers not being the true owners of the 
state assets. they cannot do ttem-by-item calculations 
and careful budgeting. of ttem-by-item management to 
make a profit, Sometimes they even sacrifice the inter. 
ests of the enterprise and the states interests for the 
benefit of some individual foreign party Even though an 
enterprises returns might not be good, the general man- 
agers are not concerned) As one corporation manager 
said “The state cannot oe an enterprise such as ours 
close its doors ~ Competitive pressures of bankruptcies 
and closures have vet to apply entirely to joint enter. 
prises 


2. The incomplete development of labor markets and the 
deleterious effects of traditional ideas limit the decision. 
making authority of enterprise working personnel, 
thereby impairing strict enterprise management 


Foreign-invested enterprises have undertaken bold and 
beneficial reforms in the management of working per- 
sonnel from which they have gained successful exper- 
ence However. because of the deletenous effects of 
traditional ideas. particularly the limitations of enter- 
prises’ external environment, the autonomy of forcign- 
invested enterprises in the use of personnel has not been 
completely realized This is manifested specifically on the 
following ways (1) Difficulties in the movement of 
technical and managerial personnel Since “departmen- 
tal ownership” and “unit ownership” actually exists in 
the management of the work force in China and cannot 
be completely broken. skills markets and labor markets 
have not truly taken shape Thus. sometimes even 
though three kinds of partially or wholly foreign-owned 
enterprises are looking for suitable technical and mana- 
gcrial personnel, it is frequently difficult to hire such 
personne! because departments or units will not release 
them. or because of houschold registration problems or 
other reasons. (2) The surplus personnel in “one-plant, 
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Iworsystems enterprises are difficult to digest Some 
ome plant, twoesysteme” joint venture enterprises fre: 
quently contract some of the stafl members and workers 
in old enterprises. (hemeelves digesting them Those who 
cannot be placed frequently become burdens on joint 
venture enterprises The Tianjin eq oy beng Kani 
Croods Corporation was founded by the Tianyin 
Woolen Sweater plant in cooperation with the Hong 
Kong Company Afier becoming a joint venture, the old 
enterprises had 1.000 redundant personnel After 
thinking of every possible way of solving the m. 
S00 who cannot be d still remain. (4) Different 
wage systems limit the flow of personnel Since different 
wage systems wage grades and labor insurance systems 
are used between one partially or wholly foreign-owned 
enterprise and another and between partially or wholly 
foreign-owned enterprises and domestic enterprises. 
there are many worries about the mobility of personne! 
(4) There is a certain amount of interference in enter: 
prises’ discharge and retirement of staf? members and 
workers Some three kinds of partially or wholly foreign. 
owned enterprises report that when they discharge. 
retire. or fire staff members and workers in accordance 
with pertinent regulations, the staff members and 
workers who are discharged, retired, or fired frequently 
seck arbitration by labor units, and some labor units 
frequently apply to three kinds of partially of wholly 
foreign-owned enterprises the methods used in state- 
owned enterprises, placing blame on them. As a result 
enterprises can scarcely be strictly) managed in accor: 
dance with rules and regulations 


4 The staff member and worker insurance system has 
yet to be put on a sound footing. Policies are not 
uniform Consequently enterprise staff members and 
workers have nagging worries 


As the number of personnel employed in foreign. 
invested enterprises increases, the labor insurance 
problem becomes increasingly prominent. This shows up 
specifically in the following ways: (1) Lack of uniform 
standards for the iweuance of staff members and worker 
retirement benefits Regulations that jurisdictions have 
promulgated pertaining to foreign-invested enterprise 
issuance of staff member and worker retirement benefits 
show the camstence of three main standards One is 
issuance of benefits on the basis of vears of service in the 
foreign-invested enterprises, another is issuance on the 
basis of the wages the worker received, and the third 1s 
issuance calculated on the pevious wage of record. (2) 
Lack of uniform standards for tendering imsurance 
funds The standards cach jurisdiction sets for the ten- 
dering of insurance funds 1s not uniform. In some cases 
its 30 percent of actual wage receipts, and in others it 1s 
20 percent, etc. Enterprises in some places have not yet 
done anything about this task. and some places have no 
specific unit responsible for collecting and managing 
insurance funds There 1s also a divergence between 
insurance companies and labor units on this matter 
According to regulations, insurance companies should be 
responsible for this task. but labor personnel units 
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believe that labor units should administer this task as a 
matter of planning as a whole for she development of 
society. Most of the staff members and workers in 
foreign-invested enterprises today are young people. vo 
this problem is still not pressing. As the age of the staff 
member and worker corps increases, this problem will 
become urgent, requiring clarification and perfection 
through regulations and policies. (4) Staff member and 
work labor ection provisions are unclear and unen- 
forced Staff members and workers in three kinds of 
partially of wholly foreign-owned enterprises likewise 
enjoy labor protection mghts, but some joint venture 
enterprises have not spelled out labor safety provisions 
when signing contracts, some enterprises began pro- 
ducing while lacking labor protection requirements, and 
in order to make more money, some wholly foreign 
owned enterprises instituted unlimited overtime without 
regard tor staf? members’ physical and mental health 
For example. a certain pleasure-boat plant had a galva- 
nized iron shop completely without any facilities to 
protect against dust and toxicity Meon dust and toxn 
substances could fly about at will At work stations using 
benzene and toluene. there was a 47.6 percent concen. 
tration of siheon dust. much more than the maximum 
permissible limits set by national regulations. Asa result 
many workers contracted sihcosis. Nevertheless. the 
foreign trades not only did not agree to take preventive 
measures. but also did not agree to issue workers preven- 
tive equipment and health care foods for the reason that 
agreements and contracts contained no such provisions 


4 The duplhicatory channels for the supply of means of 
production and the two-track price system increase 
enterprises’ production cost burdens and make them 
difficult to control 


One problem strongly reported in foreign-invested enter: 
prises is the supply of raw and processed materials 
water. electricity, coal, and gas. According to pertinent 
provisions of the “yount venture code,” the state must 
provide support and guarantee means of production 
used in production-type enterprises, but, in fact. these 
policies are not honored in some places. State plan 
depariments have largely failed to include in the plan 
those portions that three kinds of partially or wholly 
foreign-owned enterprises need, enterprises can only 
obtain what they need through channels outside plan In 
addition. means of production markets have not yet 
truly taken shape. so it is necessary to depend on 
personal connections to get what is needed, thus, it 1s 
very difficult to standardize administration. In addition. 
there 1s a considerable gap between prices of means of 
production inside plan and outside plan (for cxample 
the plan price of zinc plating stock 1s 1,600 yuan per ton. 
but the domestic market price 1s 6,000 yuan per ton). 
thereby greatly increasing enterprise costs 


5 The foreign partner in some enterprises use transter 
prices and such tactics, which swallow up joint venture 
enterprise profits, evade taxes, and damage the country’s 


interests 


In foreign-invested enterprises, Hotably some sole pro: 
Prietorihip enterprises, the foreign partner uses control 
over the enterprise s supply and marketing authority, as 
well as the Chinese partner's lack of familiarity with 
international market conditions, and the lack of procure: 
ment and marketing channels to manipulate prices and 
fee collection Mandards They use methods such as high 
priced imports and low priced exports, and not including 
taxes in the calculated price, which swallow the profits of 
jont Venture enterprises and evade tan levies. The main 
ways in which foreign traders transfer prices are as 
follows (1) High priced imports and low priced exports 
Prices of machinery. raw and processed materials, parts. 
and industrial property nights that foreign traders supply 
jornt venture enterprises are higher than the interna: 
thhonal market price. bul prices of pornt venture enterprise 
products that the foreign traders sell of contract to sell 
are Vastly lower than international market prices. For- 
cign traders frequently use one export for every import 
and one low price for each high Price to transfer indus- 
trial profits to commercial middlemen. transferring to 
thers parent corporation or subsidiary abroad profits 
that the jount venture enterprise should receive Thus. 
joint venture enterprises show losses while fore:gn 
traders make profits A case in point is the Shenzhen 
lingteng Electronics Plant's products, which were for- 
merly contracted for sale to a Hong Kong partner. The 
Hong Kong partner purposely reported a low sale price 
As a result. costs accounted for 94 percent of the prod- 
vets retail sale price. the enterprise thereby incurring 
losses of more than 20.000 yuan in 1988 However, when 
the Hong Kong partner sold the same products in inter- 
national markets. the actual price was 40 percent higher 
than the reported price for a profit of more than 3 
million \uan Another example was a certain joint ven- 
ture in Shangha: whose contract stipulated that should 
the enterprise incur losses for three vears in a row after 
opening the foreign partner could withdraw from the 
enterprise However. after four vears of losses, the for- 
cn partner not only did not withdraw, but rather 
increased hes investment because he used “buying high 
and selling low” to transfer profits. This is the case in 
numerous three kinds of partially or wholly foreign- 
owned enterprises. which seriously hurts the national 
interest. (2) Use of taxes not included in the calculated 
price to evade taxes. When selling products they have 
produced inside China, some wholly foreign owned 
enterprises make customs duties on imported raw and 
processed materials. and uniform industrial and com- 
mercial taxes the buyer's responsibility for payment 
Then the products are sold at a “low price” that does not 
include customs duties and the uniform industrial and 
commercial tax thereby swallowing up the benefit to the 
country 


). Problems in b vternal Control of Foreign-invested 
F nterprises 


|. Differences of openron exist about “why tt 1s necessary 
to operate forcign-invested enterprises.” These differ- 
ences direct!, impair management effectiveness. 
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resulling if Humerus Provinces, Municipalities. and 
AulonotOUs Fegions in the country competing with each 
other to attract direct foreign investment and undue 
pursull of speedy development 


( hina has operated foreign-invested enterprises tor more 
than 10 years, bul to date no consensus has been 
obtained on the question of “why if is Hecessary to 
operate foreign-invested enterprises” There is by no 
Means a unanimily of Views ON Questions such as “how 
to evaluate the position and role of foreign-invested 
enterprises in the building of the country's economy” oF 
“ys operating foreign-invested enterprises patriotiom of 
national betrayal.” Quite a few people feel that for 
cigners take away all the benefits from running foreign: 
invested enterprises, 80 it 18 @ zero sum game This 
difference in view is one issue on which both forcign- 
invested enterprises and working departments have 
extremely strong feelings These feelings are concretely 
expressed in problems in three regards as follows (2) 
Managerial personnel and operating personnel con 
cerned in some leading government departments and 
composite departments do not smooth the way for 
foreign-invested firms Instead they deliberately mak 
things difficult, stall, and put stumbling blocks in the 
way Foreign-invested enterprises have very strong fee! 
ings about the attitude and the work efficiency of the 
sforestated depariments. “Tt 1s difficult to get in to see 
them. they are not pleasant to look at, and getting 
anything done is difficult.” Thais is a chronic ailment that 
has not yielded to long-term treatment. Clearly. this 
‘feudal government office work style" 1s more than just 
asystem problem Toa very large degree it has to do with 
the difference in opimon toward foreign-invested enter 
prises of those concerned. The foreign general manager 
of a certain electronics corporation in Tianjin said that a 
certain department head in the Tianjin Municipal Eco- 
nomic Relations and Trade Commission said the fol- 
lowing to a foreign trader who had earher appealed 
enterprise difficulties and asked for help in solving 
problems: “Who asked you to invest in China’ This 
made the foreign trader furious and had a very bad 
effect. Uniess this problem is solved, the policy of 
opening to the outside world and providing preferential 
treatment will not work no matter how good it 1s. (2) As 
a result of the overheating in economic development of 
he past several vears, Many provinces, Municipalities. 
and autonomous regions have competed with cach other 
to attract direct foreign trader investment, unduly pur- 
suing speed in development. We operate foreign- 
nvested enterprises for the purpose of transforming the 
countries carting enterprises, to promote the develop. 
ment of scrence and technology. and to improve both 
administration and management in and cconomn 
returns from enterprises in order to increase the coun. 
ry's overall economic strength. But when some places 
perate foreign-invested enterprises, their guiding 
thought tends to be the more three kinds of partially or 
wholly foreign-owned enterprises the better. and the 
foreign capital used the better” They unduly 
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emphasize size and speed of development. they vie with 
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each other, and they rush headlong into things They give 
loo littl consideration to local resources, renminby 
counterpart funds, basic project facilities, and markets 
for products Instead, they focus on one matier at a time 
ina blind rush to get started. China's speed of growth in 
direct foreign iavestment has ave more than 40 
percent since 1984, much more than development of the 
country’s national economy can support. Take the pre 
sous stage of Dahan's economic development during 
which control over first phase work such as feasibility 
studies and examination and approval of foreign. 
invested enterprises was too lax The floodgates were 
opened too wide thereby causing very great difficulties 
for later stage control of enterprises (4) attraction of 
direct foreign investment lacks scientific industrial plan- 
ning. due consideration is Not given and passivity exists 
the thrust of investment is neither scientific nor rational, 
and if 1s Not wm keeping with the need to readjust the 
structure and optimize the country’s indusiry During 
the 10 year period 1979-1988, the $11.4 billion in direct 
foreign investment that China attracted for use in pre 
mary and secondary industries amounted to 45 percent 
of total foreign investment. The $14 billion used for 
tertiary industries accounted for the other $$ percent 
However. a lot of foreign investment went into nonpro- 
ductive enterprises such as guest houses. hotels and 
tournsm, and recreational facilities. During the survey. 
we personally saw that very many three kinds of partially 
or wholly foreign-owned enterprises were very small in 
size. most of the plants having 100-odd staf? members 
and workers, a number far short of the critical point for 
the economies of size) Moreover, foreign investment was 
concentrated in light textile, clothing, food, and pharma- 
ceutical industries 


> Unscrentific. unsound, and unintegrated policies and 
regulations regarding direct foreign investment result in 
clashes with laws and regulations creating difficulties in 
management work 


Laws and regulations having to do with foreign nationals 
are part of an integrated system related to and influenced 
by all domestic laws and regulations. Implementation of 
the basic law requires attendant implementation of 
detailed rules and regulation and meshing with specific 
laws and regulations. Otherwise. every department may 
be at a loss what to do im exercising control over 
foreign-invested enterprises for lack of systematic cr- 
teria. The main problems in this regard are as follows (1) 
Too great a delay in the implementation of detailed rules 
an regulations to complement the basic law, which 
adversely affected the completeness of the law. The 
Chinese government promulgated the “Sino-Forcign 
Joint Venture Administration Code.” the “Sino-Foreign 
Cooperation Administrative Code.” and the “Foreign: 
Invested Enterprise Code™ to form a basic law for the 
operation of foreign-invested enterprises. Today. how. 
ever, only the single “Regulations for Implementing the 
Sino-Foreign Joint Venture Enterprise Code” has been 
promulgated) Regulations for implementing the other 
two laws have not vet appeared. Foreign exchange units 
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and customs units report the following Foreign 
exchange control is exercised largely through document 
control, laws in finished form are lacking Although the 
customs currently has more than 20 laws and regula 
Lions, many of the regulations emphasize only principles 
which makes enforcement very difficult’ An example is 
follow-up control of the basis for the number of personal 
motor vehicles that foreign-invested enterprises may 
import, and what raw materials they may import duty 
tree This is bound to cause lack of standardization of 
control A case of point is the Tianyn Tianyong Wool 
Kat Goods Corporation's imports of acryhe fiber on 
which the tari? rate was 6 percent in 1989. and raised to 
25 percent in 1990. During the same year, however, 
state-owned foreign trade corporations imported the 
same commodity with a customs duty of only 6 percent 
When the Tianjin Plant made inquires to the customs 
the answer was that the customs levies different duties 
on the basis of a name list of enterprises handed down 
from higher authority The enterprise was very incredu- 
lous. (2) Legislation is not completely perfect: and 
rational A substantial number of loopholes exist) The 
NPC Standing Committee decision on revision of the 
“Chinese People's Republic Sino-Foreign Joint Venture 
Enterprise Income Tax Code" provides as follows 
“Jom venture enterprises that incur an annual loss may 
withhold a corresponding amount from the following 
year's income to make up ſor Should the following 
year's income be insufficient to make up for it. it may 
withhold income from succeeding years to make up for 
it, the maximum length of time not to exceed five years © 
The preference that these regulations provide foreign. 
invested enterprises 1s readily apparent Its purpose is to 
share part of the risk of foreign-invested enterprises to 
encourage foreign businessmen to invest in China How 
ever, many foreign businessmen use such provisions to 
transfer pricing and to juggle the books so that the 
ledgers always show a loss in order to evade taxation 
Such a situation exists to different degrees in Shangha: 
Tianjin, Dahan, Beying. and Guangdong Take the 
Shenzhen Special Economic Zone [SEZ] as an cxample 
Here the three kinds of partially or wholly foreign-owned 
enterprises account for 64.03 percent of the SEZ’s output 
value, and 61.16 percent of its industrial output value 
however, in 1988 three kinds of partially or wholly 
foreign-owned enterprises paid only $1 46 million yuan 
in enterprise income taxes. less than onc-half the amount 
that domestically funded enterprises paid Foreign part. 
ners in many losing enterprises not only do not withdraw 
their funds, but rather continue to invest. Such irrational 
behavior itself provides a footnote to tar cy asion 


+. Suggested Remedies for Improving Management of 
Foreign-Invested Enterprises 


We make the following recommendations in principle 


1. Clarity the responsibility for equity of the Chines 
directors, do more to train the Chinese directors. truly 
put into effect a system for employing high ranking 
managerial personnel, and make a transition to a stock 
share limited responsibility system 
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Chinese director should be openly hired from within 
principal Chinese departments Contracts must clearly 
state that directors represent the interests of state-owned 
assets. and spell out all the responsibilities they must 
bear including necessary criminal law responsibility The 
chairman of the board of directors must be elected from 
amo’ g the whole body of director to represent the 
overall nights and interests of joint venture enterprises 
Every means should be used to improve the training of 
the Chinese directors to enable them to understand 
pertinent policies and laws. supervisory functions, their 
own rights and interests, and risk responsibility General 
Managers Must institute genuine social hiring systems 
and be entirely responsibility to the board of directors 
This means setting up a leadership apparatus in enter: 
prises to Mereate pressure on directors and managers to 
be responsible, making them more concerned about 
administration and management. and avoid the abuses 
that result from departments in charge appointing direc: 
tors and managers 


While changing the way in which the leadership appa 
ratus in enterprises is set up, efforts must be made to 
create conditions for a gradual change away from the 
equity percentage limited lability system form of enter- 
prise organization that simulates the stock share system 
to limited hability corporations in keeping with interna: 
tonal practice Such a form of enterprise organization is 
much more flexible It can open avenues for finance 
capital and moderate the capital shortage situation, and 
it can also add dynamism to the correlation among 
responsibilities, authority. and benefits in enterprises, 
counteract the setting up of agencies in enterprises, and 
chminate the situation of no one being responsible for 
state-owned assets 


2 Dovetail the two different wage systems. spelling out 
the role of arbitration in the labor sector 


So long as the social support system and labor markets 
are not well developed. transitional measures will have 
to be taken on providing enterprises autonomy in how 
they use personnel First. the methods used im state- 
owned enterprises for ransing the wages of permanent 
staff members and workers may be used as a guide for 
providing authority to rane the wage of record of staff 
members and workers in foreign-invested enterprises. 
the wage of record of staff members and workers in 
foreign-invested enterprises. thereby becoming linked to 
the wages of staff members and workers in state-owned 
enterprises. Dovetarling of the two wage systems can set 
the stage for the movement of staff members and 
workers Second ts clarification of the arbitration role of 
labor personne! management units When forcign- 
invested enterprises employ technical personnel, mana- 
gcrial personnel, and technical workers who received 
on-the-job traming in state-owned enterprise projects 
the unit employing the personnel, or the stafl members 
and workers themselves. should pay the orginal unit a 
personnel training fee When an enterprises discharges 
or retires stafl members and workers. the enterprise 
should pay a fixed living support allowance Labor 
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Management units should limit themselves to arbitrating 
the amount of allowances to be paid. Units in charge of 
en ses, and labor personne! units should not further 
interfere with the movement of staff members and 
workers 


1. Build a uniform foreign-invested enterprise social 
insurance system, and spell out which labor units in each 
jurisdiction are to be responsible for managing this task 
Labor contracts must include provisions for labor safety 
protection 


The Ministry of Labor can work with labor bureaus in all 
jurisdictions to build as rapidly as possible a uniform 
three kinds of partially or wholly foreign-owned enter. 
prise social insurance system, and formulate uniform 
measures and uniform standards to institute uniform 
ma nt. Labor agreements and contracts must 
include provisions for labor safety protection All newly 
constructed, remodeled, and enlarged three kinds of 
partially or wholly foreign-owned enterprises must pro- 
vide protective facilities for all dangerous jobs in the 
protection process, and for all harmful substances used 
in production, and these must be inspected and 
approved by labor units. Labor welfare mghts and inter. 
ests of staff members and workers must be clearly set and 
diligently enforced 


4. Adhere to a combination of plan regulation and 
market regulation, using plan to define and bolster the 
functions of units concerned to case material supply 
difficulties 


Until such time as means of production markets are 
soundly based, one of two plans may be chosen to 
improve the maternal supply conflicts of three kinds of 
partially or wholly foreign-owned enterprises First 1s to 
place the material supply of foreign-invested enterprises 
entirely within state plan, carrying out plan supply The 
second 1s not to make material supply a part of plan 
quota, but have the state and local government material 
supply units make a “genuine goods at a fair price” 
allocation to satisfy three kinds of partially or wholly 
foreign-owned enterprises’ needs for critically short 
goods. In addition is the building and bolstering of 
foreign-invested enterprise maternal service companies. 
the state providing needed support, enabling them to be 
involved with plan definition, accept commissioning 
from enterprises, and become major channels for sup- 
plying foreign-invested enterprises with means of pro- 
duction Matenals service companies would assembic 
the main materials that three kinds of partially or wholly 
foreign-owned enterprises need for production. pro- 
viding them at market prices 


S. Perfect pertinent laws and various rules and regula- 
tions, gradually beginning to build Chinese international 
marketing channels 


We belheve that the preferential treatment accorded 
foreign-invested enterprises of “reduced taxes for two 
years and an exemption from taxes for three years trom 
the year of first profits” should be changed to “reduction 
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OF exemption from takation forone year after going into 
production.” This is a means of avoiding or reducing 
foreign trader falsification of costs, evasion of tan pay: 
Ments, and transferring profits outside the country that 
result from China's inadequate monitoring techniques 


Tas units concerned with forcian nationals must devote 
serious attention to the study and formation of methods 
for the prevention of tas evasion. providing a legal basi 
lor the prevention of tax evasion. They must build a 
transfer price system, meaning that they must use pricing 
methods commensurate with three kinds of partially or 
wholly foreign-owned enterprises’ international trading 
methods, and places where business is transacted, setting 
earnings and fees. formulating as quickly as possible in 
the tax code a transfer price system that is quite com. 
plete, They must establish a foreign nationals tax 
recempts intelligence center to provide intelligence data to 
personne! on the front line engaged in foreign national 
tax work to prevent tax evasion They must do a good job 
in foreign national tax collection work. improve the 
quality of personne! engaged in foreign national tan 
collection work, and improve the quality of tax collec. 
thon 


In the gradual building of Chinese overseas supply and 
marketing channels. procedures for exiting China must 
be simplified first of all, pertinent regulations diligently 
implemented Export enterprises. import substitution 
enterprises. and enterprises whose foreign sales reach a 
certain figure should be accommodated in exiting the 
country as a means of helping them keep in touch with 
overseas supply and marketing firms. It 1s also recom. 
mended that Chinese agencies abroad concerned help 
assist three kinds of partially or wholly foreign-owned 
enterprises in the collection of all sorts of commercial 
information and the maintenance of harson with supply 
and marketing customers as a means of getting around 
the situation in which foreign traders control supply and 
marketing channels. The supervisory and inspection 
work of industrial and commercial administrative and 
auditing units must be enhanced with regard to wholly 
foreign owned enterprises to solve the transfer price 
problem at its origins 


6. Effective actions must be taken to improve the under- 
standing of managerial personnel and operating per- 
sonne! at all levels in the external control svstem so they 
can do more in the way of three kinds of partially or 
wholly foreign-owned enterprises late phase administra- 
tion and management 


A systematic and regular checking system must begun to 
be built whereby the personal welfare of managerial and 
operating personne! at all levels are linked to the quality 
of management services they prov ide to foreign-iny ested 
enterprises as a means of arousing their zeal. Govern- 
ment departments have to change their thinking. On the 
one hand, thes must make genuine improvements in 
updating ideas. improving service. increasing work eff. 
crency, and in managing foreign-invested enterprises in 
accordance with international practices: On the other 
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hand, they must quickly change from attracting foreign 
capital in large amounts to emphasizing the economic 
effectiveness of foreign-invested enterprises. They must 
change the former examination criterna used to attract 
foreign investments, and make tax receipts on profits, 
foreign exchange carnings from foreign sales, and the 
introduction of technology of foreign-invested enter: 
prises criteria used in evaluating official career achieve- 
ments in all departments concerned. A beginning has to 
be made in building a system for checking that has 
standards to improve economic returns 


Continue to deepen reform, creating an external 
environment for managing enterprises in accordance 
with international practices for foreign-invested enter- 
prises 


Under conditions in which dual systems coexist, the 
difficulties that foreign-invested enterprises encounter 
cannot be entirely ameliorated through market regula- 
tion, commodity exchanges, and legal procedures. The 
role of coordinated management also has its limits. 
Therefore, while maintaining stability, it is necessary to 
continue in a planned way to promote the development 
and perfection of means of production, labor, capital, 
and foreign exchange markets to provide survival and 
living space for foreign-invested enterprises, which are 
completely market-onented economic organizations. At 
the present time foreign-invested enterprises are anxious 
to be covered by plan, but we feel that this runs contrary 
to the country’s orginal intention in importing foreign 
capital, Over the long-term, this should not be the 
direction of development for foreign-invested enter- 
prises. The fundamental way out of difficulties for for- 
cign-invested enterprises 1s to develop and perfect mar- 
kets. Foreign-invested enterprises ought not be 
assimilated into the old system that 1s now in process of 
being. or will be. reformed. This does not mean a ruling 
out of flexible transitional expedient measures. Rather it 
proposes that such expedient measures must be main- 
tained synonymous with the onentation of development 
of foreign-invested enterprises. Not only must banks 
take into consideration the real difficulties of foreign- 
invested enterprises, apportioning support from credit 
quotas available within plan, but the state must use 
policies to encourage foreign-invested enterprises to 
issue stock shares and bonds both inside China and 
abroad as ways as financing measures 


8. Forces must be organized to carry out a systematic 
inventorying of all laws, regulations, pohcies and mea- 
sures having to do with foreign nationals in order to 
shape a complete, highly effective, and transparent legal 
and policy climate 


It is recommended that authoritative agencies with 
authorized managerial responsibilities take the lead in 
pertorming the needed inventorying of existing laws, 
regulations and policies and in completing associated 
tasks. (1) Detailed rules and regulations should be put 
into practice as a accompaniment to the earliest appear- 
ance of the basic law for a change in the direction of 
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regularized “legal system” control, (2) Laws and regula 
tions should be inventoried, loopholes plugged. and 
collisions between conflicting regulations avoided For 
example, the “preferential policy of a two year reduction 
and three year exemption from taxation of profits’ 
should be revised as quickly as possible as a means of 
Plugging the loophole through which foreign-invested 
enterprises avoid taxation. Different customs duties 
rates for certain indusines and certain products, and 
different tan rates for intermediate links should be made 
uniform as quickly as possible to form conditions 
whereby enterprises compete equally, ete. Such loop. 
holes and contradictory provisions must be gone 
through, revised, and perfected. 


Expanding Ex to U.S. in Light of 
Antidumping Ret 


VIC EOS444 Beying GLO MAOYI/JINTERTRADE) 
in Chinese No 3. 2? Mar 91 pp 14.17.32 


[Article by Zhou Shiyian (719 0013 0313) Tianjin For. 
eign Trade Institute: “Forthright Approach to America’s 
Antidumping Laws in the Expansion of Exports to the 
United States” ] 


[Text] America’s foreign trade deficit has grown swiftly 
since the 1980's. After topping $100 billion in 1984, 1 
continued to rise, becoming a hot spot about which the 
government and the public alike are concerned. Amer- 
ican trade protectionism ts increasingly on the rise, and 
American legal measures—the antidumping law—are 
playing an increasingly important role. Incomplete sta- 
ustics show that a total of 283 antidumping cases were 
filed between 1980 and 1985. In 1988, 100 were filed, 
and in 1989 the number rose precipitously to nearly 400 
Most of the commodities concerned in these cases are 
those that enjoy good sales, and that involve large 
amounts of money and quantities. For example, in 1989. 
the United States conducted an antidumping investiga- 
tion of chemical fiber sweaters from Taiwan, South 
Korea and Hong Kong. The amount of money involved 
in this case alone was $886 millon. 


Under these circumstances, China's commodity exports 
to the United States have also encountered a gradua! 
increase im the number of antidumping suits filed 
Incomplete statistics show that antidumping suits were 
filed against 24 different commodities that China 
exports to the United States, accounting for more than 
half of China's trade cases in the United States. This 
adversely affected hundreds of millions of dollars worth 
of China’s exports. These 19 [sic] commodities were 
menthol (9 June 1980), printed cotton polyester fiber 
cloth (S August 1982), cleaning rags (24 August | 982), 
canned mushrooms (18 October 1982), potassium per- 
mangenate [22 Feb 1983], chloropicrin (6 April 1983). 
barium carbonate [24 October 1983), barium chloride 
(24 October 1983), hog bristle paint brushes (19 Feb- 
ruary 1985), cast iron items (4 May 1985), stee! nails (4 
June 1985), paraffin candles (4 September 1985). smal! 
diameter welding rods (13 November 1985), enamelled 
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lamps and lanterns (4 December 1985), ball bearings (25 
August 1986), baseball caps (25 May 1988), hand tools (4 
April 1990), electrically detonated firecrackers (4 July 
1990), and electric fans (41 October 1990), The Chinese 
companies concerned adopted a positive attitude for the 
Most part regarding the above cases. They improved 
control over exports to the United States, and retained 
expernenced lawyers to contest the suits on reasonable 
grounds. As a result, China won the suits involving the 
menthol, the canned mushrooms, the barium carbonate, 
the small diameter welding rods, the ball bearings, and 
the baseball caps. Although China did not win some 
cases, the degree to which the United States Customs 
levied antidumping duties declined greatly However, 
because of failure to choose good lawyers, or because the 
professional personnel concerned did not fully under- 
stand the antidumping laws, or because of insufficient 
experience in counter pleas, some cases were lost when 
victory was within sight despite money having been 
spent on hiring lawyers 


Csuarding against and good handling of European and 
American antidumping cases against China's export 
commodities holds important practical significance in 
assuring smooth fulfillment of the task of expanding 
exports 


1. Highlights of the American Antidumping Law 


America’s antidumping law was drawn up in 1921. In 
1979. it was subs.antially revised and made a part of the 
customs duties code, articles 731 through 740. 
According to the provisions of the antidumping law, 
once the United States International Trade Commission 
(LTC) determines that a foreign company’s exports to the 
United States substantially damage or threaten an Amer- 
ican industry that manufactures the same or a similar 
product, and following investigation by the International 
Trade Administration (ITA) of the Department of Com- 
merce that results in a ruling that this commodity 1s 
being sold in the American market at lower than a fair 
value, an antidumping duty may be levied on this 
commodity 


American manufacturing firms that produce the same or 
similar commodities, manufacturing business associa- 
tions, and labor umons, wholesalers who deal in the 
same or similar commodities, or chambers of commerce 
may tile complaints against the International Trade 
Commission and Department of Commerce. Then these 
two organizations investigate and make either a prelim- 
inary or a final ruling 


The International Trade Commission concentrates on 
investigations into instances in which large scale imports 
of foreign commodities at low prices within a short 
period of time lead to the inability of American products 
to compete at a low price, a decline in production, a 
reduction in profits, a dwindling of market share, or may 
even lead to plant closings and bankruptcy. Once the 
foregoing situations are found, such commodities may 
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be ruled to create substantial losses or pose a threat to 
American industries that produce the same or similar 
products 


The Department of Commerce International Trade 
Administration is responsible for investigating and 
determining the extent of dumping. In order to do this, it 
must first determine what is a fair value. If the com. 
mModity comes from a market economy country or tern. 
tory, the sale price in the local market 1s the fair value. I 
the commodity comes a country with a centrally planned 
economy, the domestic market price of the same kind of 
commodity in an equivalent third country at generally 
the same level of production has to be found to serve as 
a surrogate. If such a surrogate cannot be found, an 
extrapolated price or structural price may be used, which 
means conducting an investigation in the exporting 
country of the amount of land, plant buildings, equip. 
ment, labor force, raw and processed materials. and 
energy used to produce a certain number of the products 
Then, the cost of this land, plant buildings. equipment 
labor force, raw and processed materials, and energy ina 
country or territory at the same general level of produc- 
tion 1s calculated, adding to it transportation costs, a 10 
percent enterprise management fee, and an & percent 
reasonable provide to yield the “fair” value 


Antidumping case hearing procedures are as follows 

Within 20 days after a firm files a charge, the Depart- 
ment of Commerce International Trade Administration 
decides whether to place the case on file for investigation 
and prosecution. Within 45 days, the International 
Trade Commission conducts a hearing at which the 
plainuf? and the accused state their position through 
lawyers. The International Trade Commission then 
makes a preliminary decision about whether the com. 
modity does or does not do substantial damage or creates 
a threat to the American industry that makes the same or 
similar products. Within 160 days after the complaint is 
filed, the Department of Commerce determines the fair 
value, and makes a preliminary ruling about the degree 
that the price 1s below the fair value (either the plaintuft 
or the Department of Commerce may request a SO day 
extension). From the day that the Department of Com- 
merce publishes the preliminary ruling, the U.S. Cus- 
toms begins to collect a security deposit on the com- 
modity to the degree that the price 1s below fair value 
according to the preliminary ruling. The antidumping 
duty 1s set in accordance with the degree to which the 
price 1s below fair value in the Department of Commerce 
final ruling. Any overpayment of the security deposit 
that the importing firm has paid is refunded, the firm 
making a supplemental payment for any deficrency 

Seventy-five days following the initial ruling, the Depart- 
ment of Commerce makes a final ruling (the plant! 
may request a 60 day extension). Before making the 
ruling, the Department of Commerce holds hearings at 
which both parties present their arguments. After the 
Department of Commerce make a final ruling, the case ts 
returned to the International Trade Commission, which 
holds a hearing within 45 days. Both parties present 
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arguments, the International Trade Commission making 
a final ruling as to whether there is substantial damage or 
a threat to the American manufacturers of the same or 
idenucal products. The foregoing consists of a total of 
three hearings, and four rulings. Except for the Interna. 
tional Trade Commission's intial hearing, if only a 
single one of the other three rulings is denied, the 
antidumping case stops with victory for the accused 
When the International Trade Commission makes the 
final ruling, if a majority or half of the six members 
approve, the ruling passes, and the antidumping case ts 
upheld. Seven days later, it 1s published in the “Federal 
Register,” and antidumping duties begin to be levied 
From the filing of a complaint until an antidumping case 
is upheld, at least 287 days are required, If either the 
plaintiff? or the defendant in the inve Ugation requests 
extension, it may go for as long as 397 days. An appeal 
may be made within a year from the date of publication 
to investigate whether the commodity is sold in the 
American market at below fair value. A fair value is not 
immutable. Upon appeal, investigation must be done on 
the basis of the market situation at that time. If after two 
appeals, i.¢., two years later, the commodity 1s not found 
to be at lower than the fair value, the defendant may 
request recision of the dumping case. At this rate, after a 
foreign commodity ts ruled to be a dumping case in the 
United States, the case goes on for more than three years, 
and money must be spent on lawyers. One might say that 
the working people are the losers. Not only this, but once 
a dumping complaint is lodged against a commodity. 
this 1s bound to have an adverse psychological effect on 
the American importing firm. This seriously impairs the 
export of this commodity to the United States, and may 
even force its retreat from the American market 


2. Unfairness of America’s Antidumping Laws for 
China's Exports 


When western countries use anti-dumping measures to 
restrict the entry of foreign products, they always wave 
the banner of fair and reasonable competition, denying 
the reality of their own trade protectionism. America’s 
antidumping law also contains some inequities with 
regard to China’s exports, thus, the rulings that are made 
are unfair 


| United States antidumping laws permit: market 
economy countries to use the ex-factory price of their 
products as a tair value, consequently, these exporters 
know very clearly whether or not the prices of the 
commodities that they sell to the United States const- 
tute dumping. In China's case, however, the US 
Department of Commerce artificially seeks a “fair 
value” in its investigation of cases. Before a case occurs, 
or even during the process by which a case 1s be 94 put 
on tile for imvestigation and prosecution, China's 
exporting corporations do not know at which level to set 
the prices of their export commodities so as not to be 


sued 


(ine of the principles used in setting prices of exports 
iS to arrive at the price on the basis of quality, a high 
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price for premium quality and a reduced price for low 
quality In making price comparisons, however, the US 
Department of Commerce rarely considers the quality 
factor If, for example, Chinese-made candles contain 
bubbles or smoke, naturally they will sell for a lower 
price. Nevertheless, the US. Department of Commerce 
makes comparisons solely on price, with the result that 
$4 percent of Chinese candles are deemed to have been 
“dumped.” 


4, When selecting a surrogate the U.S. Department of 
Commerce compares developes or fairly developed 
countries and territones with China, which results in 
inequities. An example is comparison of cast tron item 
production costs in China with those of Japan and 
Sweden, which results in an || 66 percent dumping rate 
for China. In addition, Indian cast iron wares that have 
been investigated on dumping charges are largely iden- 
tical in price to those from China, however, since India 
iS a market economy country for which its own ex- 
factory prices are used as a basis for deciding a fair price, 
it has been ruled not to be dumping. The same products 
from two different countries having a similar level of 
production sell at roughly the same price in the Amer- 
wan market, vet an entirely different and very untau 
Outcome results 


America’s antidumping law does not take into account 
the actual production costs of Chinese exports, but 
rather uses the price of the same item from a “surrogate 
country” as the standard for deciding whether there 1s 
dumping. Such a system overlooks the fact that China ts 
no longer solely a plan economy country with a centrally 
planned economy. China's systemic economic reform 
has been going on for more than 10 years, so now 
multiple economic components exist: State-owned enter- 
prises, collective enterprises, three kinds of partially or 
wholly foreign-owned enterprises. and individually 
owned enterprises. Of particular note is the burgeoning 
development of township and town enterprises, in add- 
tion to which state-owned enterprises have also pro- 
moted contract systems and the trial use of stock share 
systems for a long time 


Ata joint Sino- American business committee meeting in 
May 1987, leaders from China's Ministry of Foreign 
Economic Relations and Trade pointed out: “We have 
noted that the United States 1s considering revision of its 
antidumping law. We hope that the United States will 
take full account of the retorm of China's economn 
system. China will institute a planned commodity 
economy system. In the reform of this system, market 
mechanism clements are increasing day by day. Restric- 
tions are being gradually removed trom the prices of 
some commodities tor the implementation of a price 
system in which state guidance prices are used in con 
junction with market regulation, enterprises setting 
prices on the basis of production costs and the relation 
ship between supply and demand. For the United States 
to sweepingly process and handle the commodities that 
China ships to the United States in accordance with the 
special provisions relating to market economy countries 
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in the trade laws is untair, We hope that the United 
States Government will proceed from the interests of 
developing Sino-Amernecan trade to a proper solution to 
this problem." 


In order to solve this problem, some American corpora: 
tions set up the “Committee For Fair Trade With 
China” The committee's special advisor, the former 
American Secretary of Commerce and Attorney General 
Elhot Richardson, and committee chairman Edward 
Fura submitted a study of the American antidumping 
law The study maintained that “American antidumping 
laws are extremely untair to China.” The committee 
pointed out that “revision of certain portions of the 
antidumping law. and the establishment of a third cate- 
gory between the market economy and the nonmarket 
economy—the planned market economy category—to 
give the antidumping law flexibility in dealing fairly with 
developing economies such as China's” would enable 
these countries to set their own product costs rather than 
be compared with surrogate countries. In August | 98" 
former presidents Nixon, Ford, and Carter cach wrote 
letters to Congress supporting revision of the antid- 
umping laws. They agreed with the “Commutice for Farr 
Trade With China's” amendment of the trade laws as a 
means to advance far trade with China. The efforts of 
Various parties were later reflected in a new comprehen- 
sive trade bill This bill explicitly required that the 
Secretary of Commerce study China's new market mech- 
anism trends, and the effect of these trends on China's 
market policies and price mechanism, as well as the 
correlation between China's domestic prices and inter 
national prices. The secretary was to study the degree to 
which American trade laws were consistent with these 
trends, and study the necessity for provisions in the 
revision of United States antidumping laws that per- 
tained to traditional countnes such as China that were in 
process of moving more toward market economies. The 
Secretary of Commerce was to report the results of this 
investigation to Congress within one vear after the bil! 
became effective, ue. by 23 August 1989) The signif 
cance of the foregoing regulation 1s that for the first time 
the United States acknowledged in its trade laws the 
changes in China's economic system, and how it differ 
trom a purely planned economy. The United States was 
also preparing to study this special situation. This pro 
vided the possibility of a further revision of antidumping 
law provisions that are unfair to China. Subsequent!) 
for reasons known to all, the U.S. Department of Com 
merce did not send a survey delegation to China. Ot 
course, changes in American trade law legislation ar 
affected by America’s foreign trade balance of pay ments 
the fluctuations in the competitiveness of American 
industry. and the nse and fall in protectionist sentiment 
Thus, one cannot anticipate any changes that will be 
more equitable within the near future. We should be 
mentally prepared in this regard 


+ Experience and Lessons 


| Low prices are an important reason for the antid 
umping complaints against China's exports. The objec 
tive reason for the increase im recent years of antid 
umping complaints tiled against China's exports to the 
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United States ts the ever increasing stridency of Amer 
ican trade protectionism. The subjective reason is that 
the quality, specifications, color, and packaging of 
China's exports are not suitable for the American 
market. They cannot be sold for higher prices. In addi 
tion, problems also exist in trade conditions, particularly 
transportation conditions, and payment conditions 
Deliveries take a long time, and payment conditions do 
not accommodate customers. This makes sales at good 
price difficult. Third is the multipheity of Chinese agen 
cies and the lack of effective coordination and contro! 
among them 


2 The retention of eminently experienced lawyers ty an 
important factor in winning suits In antidumping litiga- 
tion in the United States, one must retain an American 
attorney as an agent in the litigation. The materials and 
data that China provides are handled contidentially by 
the lawyer, and only if one has a lawver 1s it possible to 
touch the confidential data of the other party to the 
litigation. Therefore, how to retain an em nently exper 
enced lawyer who is fnendly to China is of crucial 
importance, otherwise one can hardly expect to win an 
antidumping suit 


+ Antidumping cases handling conscientiously. actively 
responding to United States Department of Commerce 
investigations. The degree of lemency shown the in 
application of the antidumping law may be casils 
affected by economic and political actors. In the process 
of investigating antidumping charges. the Chinese par- 
tres concerned give sufficiently serous attention to and 
coordinate with other sectors to influence the United 
States Department of Commerce, while simultancousls 
cooperating closely with Department of Commerce 
investigations to influence a favorable outcome for our- 
selves. The China National Grain, Edible Ouls. and Food 
Import and Export Corporation's success in responding 
to the canned mushroom antidumping case was a case in 
pome 


4. Prompt rise in prices to seize the mmitiative The 
American antidumping law provides that the penod tor 
investigating a commodity accused of being dumped ts 
the end of the fifth month after a complaint is filed 
Therefore. China's export corporations must keep well- 
informed and react promptly. As soon as they receive 
word, they must raise prices at once and conclude 
agreements. This will play a positive role mn reducing the 
imcidence of China's commodities berng sold at less than 
a “tar value” 


S. Take the initiative in choosing “comparable prices 

The key port in the antidumping law is determination 
of “tar value.” To a very large extent, China's ability to 
win suits 1s dependent on being able to select a “surro- 
gate country” with a level of economic development 
close to that of China, and to find out quickly whether its 
prices or costs of production are siomilar to China's In 
the mushroom case, after China's lawvers fourd out the 
price situation in several countries and regions. they 
finally agreed with the United States Department of 
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Commerce to select Indonesia as the “surrogate coun- 
iy.” This choiwe became the key element in China's 
winning the suit 


4. Remedies 


| Better coordination and control over exports to the 
L nited States. In recent years, both the sales channels 
and the prices of China's exports to the United States 
have been rather disorderly. This has caused intense 
dissatistachion on the part of old customers, and has 
dampened their interest in selling Chinese merchandise 
lapan’s experiences in taking a unified international 
stance and coordinating management merits serous 
attention 


In cases where Chinese goods already hold a certain 
dominance in the American market, where the market ts 
tending to become saturated, and where competition to 
export commodities reduces foreign exchange earnings 
China should continue to use export permits and the 
quota system. For those commodities that form a tary 
large percentage of exports to the United States, China 
should either give a monopoly to a corporation or a 
corporation should share a monopoly with a corporation 
in the main export trading port. This would help coor- 
dinate exports to the United States, reducing opportun- 
ties for others to gain the upper hand. In addition, when 
exporting to the United States. a sudden increase in the 
landing of merchandise within a short period of time. or 
corporations swarming to every port in cut-throat com- 
petition whenever a certain commodits sells well should 
be avorded Such a situation 1s extremely disadvanta- 
geous to China when the United States International 
Trade Commission makes a ruling 
) The export of commodities must shift rapidly trom 
winning success due to prices” to “winning success duc 
to quality.” Price ts the central issue in antidumping 
cases. Consequently, when the amount of staple com- 
modities reaches a certain percentage, while moderately 
increasing Quantity. vigorous efforts should also be made 
to improve quality. to provide additional colors and 
varieties, to improve packaging. to improve the quality 
of after sale service, and to raise prices as market 
conditions warrant. Even in the case of commodities 
exported in small numbers. prices should not be held too 
low For example, only shghtly more than $300,000 
worth of potassium permangenate was exported to the 
Unned States. a rather low percentage of total require- 
ments. however, because of its low price, a dumping 
ymmplaint was leveled. Therefore, when dealing in the 
American market, one cannot hold down prices in end- 
‘$$ concessions to importing firms. thereby placing 
neselt at a disadvantage 


’ Whether to respond to a complaint will depend on the 
ymmount of money involved. Generally. one must 

spond to dumping charges. Failure to do so will mean 
that the United States Department of Commerce wil! 
hay ni, data that the plaintiff? has provided and the 
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data that plaintitls possess to make a ruling. The out- 
come is bound to be extremely disadvantageous to 
China. In the case of specific commodities, however, if 
amounts are small, if tuture potential tor development is 
not great, and if there 1s no hope of making a successful 
challenge to a dumping charge, the gains should be 
weighed against the losses, and no response to the 
complaint need be made 


4. Take the initiative on the work of the U.S. Depart- 
ment of Commerce and the International Trade Com- 
mission. Once a case is filed, the intiative should be 
taken in providing data to the Department of Commerce 
and the International Trade Commission stating China’s 
position. When the U.S. Department of Commerce 
sends people to China to investigate, they should be 
warmly welcomed, and the factory being investigated 
should make tull preparations. At the same time, it 1s 
necessary to get some U.S. Government departments or 
large corporations to exert influence on the Department 
of Commerce and the International Trade Commission 
inasmuch as the severity of the antidumping law ts very 
clastic 


5S. Throughout the antidumping case process, attention 
should be given to arousing the interest of American 
importers. In antidumping cases, China’s gains and 
losses are identical with the gains and losses of American 
importers, so attention must be paid to arousing the 
interest of American importers to work in coordination 
with us. Importers know more than we about the plain- 
tiffs and the American industries that make the same 
products. Importers can play a very great role in getting 
witnesses to appear in court and in challenging the losses 
of American industries that make the same products 


6 Take the imitative on consulting with the other party 
doing all possible to avoid responding to the suit or 
losing the suit. When information is obtained that an 
American firm 1s about to file a complaint, if our chances 
of winning are deemed slight, erther a Chinese corpora- 
tion or an importer should be mandated to initiate 
discussions with the other party to make promises about 
the amounts exported or prices, or else to reach an 
agreement where we will limit ourselves in order to avord 
a lawsuit. In the process of responding to the suit 
sometimes the plaintif? desires an out of court solution 
We can take the initiative in consulting with the other 
party. making some concessions in order to obtain an out 
of court solution 

’. Dihgent study of America’s trade laws to improve 
ability to respond to emergencies. Expansion of exports 
to the United States inevitably requires familiarity with 
America’s trade laws. China's business personne! must 
diligently study Amencan antidumping law regulations 
provisions. precedents, and enforcement procedures 


ind thes 


must studs the poheres and measures that we 
should adopt to maintain China's legitimate mghts and 
nterests. For countnes trading with the United States 


wes, in Ww hich su h trade disputes occur aie Common 
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Once they occur, it is necessary to study local laws 
closely, handle them properly, and strive to win the 
lawsuit 


Issues Facing Shanghai's Foreign-funded 
Enterprises 

YICKOSS24 Shanghai CALIING YANJIU [THE 
STUDY OF FINANCE AND ECONOMICS) in Chinese 
No 1, 3 Jan 91 pp 20-23 


Artiele by Nu Ninh (6079 1800 4409) “Efficrency 
Analysis of Enterprises of ‘Three Capital Sources’ in 
Shanghai] 


[Excerpt] [passage omitted) IIL. Several Noteworthy 
Issues in Further Developing Enterprises of “Three 
Capital Sources.” 


| Continue to improve the investment environment 


Shanghai's investment environment has improved sub- 
stantially, but there is much to be desired in its intan- 
gible aspect and further improvement is needed For 
instance, definite problems exist regarding the medical 
and health care of enterprises of “three capital sources.” 
the education of children of foreign nationals, the 
arrangement of Chinese personnel, personnel transter. 
and litigation. We should gradually solve these prob- 
lems. Supervising departments at all levels should reduce 
unnecessary administrative interference in enterprises of 
foreign investment and grant them full decision-making 
power. For instance, a certain enterprise of “three capita! 
sources” in Shangha: had planned to build a warehouse 
on the first floor to make it convenient for entrance and 
ext, but the department concerned thought that it would 
not look good to have the warehouse on the first floor, so 
it demanded that the garage be built on the first floor and 
the warehouse on the second floor. As a matter of fact 
there 1s no need to interfere too much in such matters. It 
should strictly avoid transplanting the administrative 
practice of domestic enterprises onto enterprises of 
‘three capital sources.” We should do things according 
to existing policies, laws, and regulations and honor 
contracts. We must not ignore existing law and fai! to 
enforce it strictly. With regard to various demands. 
complaints, and suggestions made by foreign busi- 
nessmen, we should promptly improve on what is rea- 
sonable and can be done, enact proper legislation 
promptly solve problems that should be solved. and 
provide clear explanation for unreasonable demands and 
what cannot be done for the tame being. The board of 
directors or managers of the Chinese side should 
undergo strict evaluation and intensive training. We 
should choose people who have good qualities and know 
the ropes to serve in such posts 


2. Help Enterprises of “Three Capital Sources” Solve 
Problems Facing Enterprise Production 


Supervising departments should proceed from the situ- 
ation as a whole and give priority to ensuring the supply 
of raw matenals and supplementary funds. All service 
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departments, especially electric. gas. communications, 
transportation, financial, customs, and cormmercial 
inspection, should strengthen the concept of service and 
voluntarily provide quality service. Running well a 
group of enterprises of “three capital sources” will have 
an impact on many other such enterprises. This 1s 
extremely important to improving the reputation of 
Shanghai and the state. We should pay special attention 
to implementing supportive measures in export-oriented 
enterprises of “three capital sources” so as to strengthen 
their export-oriented operational mechanism 


3. Pertect the Effective Management of Enterprises of 
“Three Capital Sources” 


Reducing administrative interference in enterprises of 
“three capital sources” by no means means to let things 
slide. Rational regular business administration is 
extremely necessary. It also conforms to international 
practice. Some enterprises of “three capital sources” fear 
the management model of state enterprises under 
China’s current system. They also fear that without an 
effective authority, they would not be able to solve their 
problems when they have problems because they would 
not know where to turn. They even request that we 
quickly set up an authoritative managerial organ which 
can exercise complete control. This reflects their contra- 
dictory status of mind 


Strengthening the effective management of enterprises of 
“three capital sources” has become a matter of top 
priority. Generally speaking. most foreign businessmen 
investing in Shangha: are manufacturers engaging in 
normal businesses. However, a few forengn businessmen 
are interested in only making money for themselves and 
ignore the interests of jommt ventures or cooperative 
enterprises. They often control the power to import 
equipment. purchase raw materials, and sell products 
and earn big money with the trick of high umport and low 
export. For instance, a certain Hong Kong manufacturer 
established three point ventures in Jiaoxnian County and 
made a large sum of money through the import of 
equipment alone. Then it made 25 percent of investment 
for jomnt ventures. Since the money it earned through 
equipment import 1s much higher than the amount of its 
investment. it does not care at all about the management 
results of enterprises. Some joint ventures also violate 
the export quota specified im their contracts to make 
money on the domestic market, thus resulting in prob- 
lems in balancing their own foreign exchange. We should 
strengthen the effective management and supervision of 
such enterprises 


Wholly foreign-owned enterprises are not lucrative as far 
as our side 1s concerned. Foreign businessmen often 
conceal facts about business. The subsidianes of some 
transnational companies. in particular, use the so-called 
internal transfer prices to import raw materials and 
equipment at high prces and export products at low 
prices to avoid profit and tax. As a result, our side does 
not profit much from such enterprises 








6 ECONOMIC 


The registered capital of forewn investors is too low 
Foreign businessmen faive all their investment funds, 
except for registered capital. in China. thus increasing 
monetary pressure on China According to the appraisal 
of industrial projects of five joint ventures conducted by 
the Shanghai Branch of the Construction Bank of China 
in 19RY. the percentage of Chinese cash investment is as 
high as 80 percent. According to the statistics of 291 
foreign-funded enterprises in carly |9SK, registered cap: 
ital accounted for only 41.8 percent of total investment 
Due to this, we should further increase the percentage of 
registered capital to prevent the loss of profits to foreign 
countries 


4 Perfect the Financial Service System 


To attract more foreign capital and suit he needs of 
Shanghai's eaport-orented economic de. | pment, we 
should establish a multi-purpose, diversified financial 
sysiem The financial industry should provide not only 
services for the deposit. withdrawal, loan, and remit 
tance of domestic and foreign currencies bul also more 
diversified and updated all-directional international 
financial services’ They should become enterprises’ 
guide, medium, and pillar in entering the international 
market They should also exercise their unique functions 
of ransing and borrowing foreign funds Currently neither 
the structure nor the quality of Shanghai's financial 
industry can meet such needs Ways to improve this are 
1) speeding up the tempo of Shanghar’s financial system 
reform and 2) bringing in an appropriate number of 
foreign banks. wholly foreign-owned enterprises. or joint 
ventures: The caisting four foreign banks—the Hong 
Kong and Shangha: Banking Corporation. the Standard 
Chartered Bank. the East Asian Bank. and the Overseas 
Chinese Bank—and three foreign loan companies in 
Shanghai still cannot meet the needs of developing 
Pudong and utilizing foreign capital in Shanghai 
Opening up some foreign banks can bring in competitive 
mechanism. new monetary means. and new economi 
information ft can help. in particular, existing enter- 
prises of “three capital sources” in raising and borrowing 
funds It can also bring in new foreign capital and make 
Shanghai become a window for coastal and inland areas 
to raise foreign funds and a center for domestic and 
international import and caport settiement At the same 
ume, it can also accelerate the reform of domestic 
financial system. raise administrative and management 
level, increase service efficiency, gradually establish and 
perfect the financial market. and create conditions for 
restoring Shanghai's status as the Far East financial 
center 


Since foreign banks have abundant resources. many 
chents, longer business history. and multiple accesses to 
the information network. thes will create some pressures 
for domestic financial industry Because of this. we 


cannot “open to everyone’ all at once. Instead we should 
let in one group ata time When choosing the candidates 
we should consider what country they are from. how 
much financial power they have. how well known they 
are. and other factors such as the principle of reciprocity 
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and — trade relations with China and choose 
those who hase better conditions We should also adopt 
some protective policies and exercise eflective supervi- 
sion and Management of foreign banks 


Perfecting (ve financial system to make it strong and 
flexible oot only can speed up and improve the utiliza 
thon of foreign capital and the development of the 
Pudong area but also can accelerate Shanghai's trans- 
Hon to an exaport-onented economy in the 1990's. At the 
vwame time, through its guiding function, the financial 
odustry can develop Shanghai's “gathering and dis- 
porseng function” in regard to capital, personnel, intor- 
mation, and science and technology and turn Shanghai 
into a modernized, Multi-purpose, and export-onented 
infernationalized metropolitan area 


Generally speaking. Shanghai has made definite achieve- 
ments in the actual work of utilizing foreign funds in 
recent years. But they are still not commensurate with 
Shanghai's economic position and goal. The speed of the 
utilization of foreign capital is not fast enough. In 1989 
a total of $10.06 billion of foreign capital was actually 
used by China and Shangha: used only $420 million, 
accounting for only 4 percent of the national figure. As of 
the end of July 1990, 25,220 enterprises of “three capital 
sources” were approved by China. and Shanghai had 
only 807 such enterprises, accounting for only 3.19 
percent. In order to revitalize Shanghai's economy, 
expand the scale of foreign capital use, and develop an 
export-oriented economy. we must continue to strive to 
do a good job in the utilization of foreign capital 


Prospects for Foreign Trade in Nineties 


YICEOST3A Beguine GLO MAOVIINTERTRADE] 
in Chinese No 1, 27? Jan 91 pp 4-7 


[Article in “Forum” column by Li Yushi (2621 7183 
2514) of the International Trade Research Institute in 
the Ministry of Foreign Economic Relations and Trade. 
“Prospects for Development of China's Foreign Trade in 
Nineties] 


[Text] The eighties were an era in which many notable 
successes were achieved in China’s policy of reform and 
opening up to the outside world. In the foreign trade 

omain. development was especially notable In the 
period 1979-1989 the total volume of China's foreign 
trade rose from $29.333 billion to $81,555 billion, an 
increase by 1.78 times. What should be pointed out in 
particular 1s that in the eighties the world’s economy and 
foreign trade grew slowly Under fairly unfavorable 
circumstances exacerbated by forcian trade protec- 
tionism, there was still a very bie development of 
China's export trade, which rose from $13.66 billion to 
$43.28 billion. an annual average growth rate of 12.3 
percent This was not only higher than the annual 
average growth rate of 9.1 percent in China's national 
economy as a whole, but also exceeded the export growth 
rates of the great nations of the United States, the Sovict 
Union, India. and Brazil. The first change in the export 








JPRS-CAR-GL-OIN 
22 May 1991 


the change from giving priority 
to the export of prin products to giving priority to the 
export of finisher snadustrial productyshas basically 
been achieved) The proportion of finished industrial 
products in the total export volume rose trom 46.4 
percent in 1979 to 70 percent in 1989, and in the same 
period the share of primary products tell from $4.6 
percent to 40 percent Considerable progress was made 
in pluralizing the geographical orientation of trade as 
China established and developed economin and trade 
relations with more than 180 countries and regions in the 
world. Diversity and Nexibility appeared in the forms of 
trade as many flexible forms of trade—processing 
assembling, compensatory trade, lease trade. and border 
trade—were widely adopted. Through |! years of reform 
and opening up to the outside world, the depth and 
breadth of China’s participation in the international 
division of work and in international exchange increas 
ingly expanded, and its ties with the world’s economy 
became increasingly closer The development of forcign 
trade not only is an inseparable component part of 
China's economic development, but also 1s an indispens 
able motive force and condition for the promotion of its 
economic development 


commodity puctife 


From the macroeconomic angle, in the nineties China 
should accomplish three goals in its export trade: (1) To 
insure the sustained. coordinated, stable development of 
the national economy and to be able to repay the interest 
on foreign debt. the eaxaport trade should maintain a 
growth rate higher than the national economy's growth 
fate. namely , percentage points higher than the 
growth rate of the gross national product, and an average 
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annual increase of to YY percent. (2) Constantls 
Improving the macroeconomic resulls of caxport trade 
and bringing about a situation in which export produc 

tion enterprises and forcign trade enterprises are respon 
sible for their own protits and losses and in which thes 
act on their own imitiative in business operalions 40 that 
forcign trade better serves the optimal disposition of the 
natural resources in C hina—this is a fundamental goal in 
the development of foreign trade. (3) Continue to 
improve the cxaport commodity structure, and strive to 
raise the proportion in the total volume of export of 
capital- and technology-intensive products and of high 
add-on value finished industrial products, in order to 
eflect the second change in the export product structure 

namely, changing from giving priority to the export of 
products and low add-on value finished 
capital- and 


labor-intensive 
products to giving priority to the export of 
technology -intensive products and of high add-on valu 
finished products. With regard to specific export goals 
for example, in line with the orginal plan for quadru 
pling China's foreign trade export by the vear 2000, the 
volume of export at that time 1s to be $80 billion. Taking 
$43 billion uv 
only necessary to have an annual increas 
6 4 percent to fulfill this scheduled plan However. based 
clopment tt hina se Apon rack 


aport mein 1990 as the base, it 16 


n caport of 


on the reality of the d 


im recent vears. and taking nio consideration the need 


for foreign exchange levclop the national economy 


LCONOMIK 6? 


and the demand tor repayment of capital with interest on 
foreign debt in the nineties, we think that the volume of 
export could reach $100 billion by the year 2000. For 
example, taking the actual export volume in 1990 of $46 
billion as the base, with an average annual imerease in 
export of 8.1 percent, the abovementioned goal can be 
accomplished, and this rate of increase basically meets 
the requirement for the growth rate of forewgn trade to be 
two to three percentage points higher than the national 
economy's growth rate The growth rate of import trade 
will, for the most part, be on a level with, or slightly 
lower than, the growth rate of export trade, in order to 
maintain a basic equilibrium in China's balance of 
international payments and in its ability to repay the 
capital with interest on its foreign debt 


With regard to export commodities. clectromechanical 
products and finished industrial products with high 
added-on value will be the products that are developed 
the fastest. and their proportion in the total export 
volume will tise markedly Light industry and textile 
products will still occupy the dominant position in 
export trade) The growth rate of products of a natural 
resource nature and of agricultural and sideline products 
with a low add-on value will be slowed, and thei 
proportion in the total export volume will fall 


From a look at the trend in the changing geographical 
ornentation of trade, we see that the markets of the 
developed countnes and of the Hong Kong and Macao 
region will still occupy the main position as objects of 
China's trade. However, China's trade with the great 
number of developing countries and regions in Asia 
Africa, and Latin America. particularly its economic 
relations with countries in the Asian and Pacific region, 
will develop fairly quickly. There is a definite potential 
in developing trade with the Soviet Union and the East 
European countries, but the degree of this development 
will depend on the state of economic development 
attained by the two sides. the changes in the forms of 
trade. and many other factors 


We think that whether the abovementioned goals for the 
development of foreign trade can be accomplished 
mainly depends on China's international political envi- 
ronment, the changes and devclopments in the imterna- 
tional market, and the state of development of China's 
national economy as well as the deepening of the reform 
of its economic system and foreign trade svstem 


From a look at the trends in the devclopment of the 
world’s economy and trade. we see that in the eighties 
because various countries in the world adjusted their 
economic structure and industrial structure. production 
was further internationalized. because of the trend 
toward relaxation in the international situation and im 
East-West relations. because of the rapid development of 
the technological revolution. with microelectronics 
computers, new mat rials and information industries as 
its center. and becau in mmcrease in the price of oil is 
anticipated and a scorn f other tavorable tactors, the 
growth rates of th sorld’s economy and trade in the 
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hineties will be higher than in the cighties, respectively at 
an annual average of 4 to 4.3 percent and of about § 
percent. of which the growth rate in the second half of 
the decade could be higher than that in the first half of 
the decadk 


T he hange in the commodity structure of world trade 
will continue the tread of the eighties, i.e. the proportion 
of finished industrial products will nse and the propor: 
tion of primary products will tend to fall, Of the finished 
industrial products. clectromechanical products will 
develop most rapidly in international trade and will be 
the products with the most potential, the market for light 
industry and teatile products will continue to expand 
bul competition will be more intense. the momentum for 
chemical industrs products to flourish can be expected 
to continue. and the fastest growing domains of trade 
will be those of New-type materials and synthetic mate- 
rials, microelectronic products, and technology 


(on the other hand, the trends in the development of the 
world s economy and trade will cause C hina to face some 
difficult and detrimental tactors in the development of 
its foreign trade in the nineties. For example: the trans- 
formation of the world economy into regional blocs and 
the transformation of international trade into monopo- 
yes Will be further strengthened, forming serious obsta- 
cles to China's development of export trade: the slump in 
products will adversely affect 
sport of a large amount of some traditional 
products of a natural resource nature. competition in 
international trade will intensity. and the changes in the 


ime market for primary 


( hina « 


political situations of the Soviet Union and the East 
European ntries could cause more funds and technol- 
mies of the developed countnes to be diverted to them 
thereby putting China in an untavorable position with 
regard to its drawing in foreign capital and technologies 


and in taking part in the international division of work 


an nicrnational ompetition and economic sanctions 
( hina by Western countries will also cause a certain 
sdverse cite n(€ hina § carly -stage attraction of foreign 
apital, importing technology. and export development 
’ nineties 
From th verall view. the external environment taced 
hy ¢} } ties will still be fairly grim How. 
pportunits and challenge cxist side by side, and in 
he ck pment of caport. mainly because of the con- 
tiinuing cxpansior ' demand on the international 
arket. the opportunity will be greater than the chal- 
enge. The key to turning opportunity into reality 1s our 
4 nar ‘ ; 
Fron k a uation. we see that the 
! pmer i China sport trade really faces some 
‘y t i prot , ma manifested in the 
‘ ing rm hi Nmiradiction between a 
{lead d pment in foreign trade and 
‘ naitior the natural resources for the 


entralization and 
thor 1! ntradiction between the 


ou : 4 


f export and China's lack 
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of competitive strength in the cost and quality of many 
export products, and, because of irrationality or distor 

tion in domestic prices, taxes, and exchange rates. the 
situation in which foreign trade enterprises and export 
production enterprises have poor economic returns has 
not yet been fundamentally improved and thus. to a 
certain degree, the rate and the scale of export develop 
ment are restricted. These contradictions and problems 
are the main difficulties and obstacles that will block 
China from obtaining a sustained, coordinated. stabk 
development of export trade in the nineties There ar 
two main ways to solve them one way is to carry out 
improvement and rectification. and to insist on accom 
plishing the scheduled goals of reform and opening up to 
the outside world, so that the environment for develop 
ment of the macro economy is relatively loose and 
comfortable, the other way 1s to continue to deepen the 
reform of the foreign trade system and to inicgrat: 
reform and development. in particular truly stimulating 
through reform, the foreign trade enterprises and export 
production enterprises, so that they gradually becom 
responsible for their own profits and losses and act on 
their own initiative in business operations and so that 
they have mechanisms to engage in Competition on an 
equal basis. This will be an important part of th 
deepening of the reform of China's foreign trade systen 

and thus make the forcign trade enterprises run 
smoothly and will promote the sustained. stable deve! 
opment of foreign trade 


Since 1979 marked successes in many aspects have been 
achieved in the exploration and practice of reforming the 
foreign trade system thereby creating favorable cond 
tions for the development of China's export trade in th 
nineties. In particular, the forcign trade contractua 
management responsiblity system. which was tirst pu 
into practice in |9YBK. has aroused enthusiasm in al! 
quarters for expanding export. enhanced the vitality of 
enterprises and plaved a positive role in capanding 
export to earn foreign exchange Generally speaking. this 
reform has been successful However. in th presen! 
foreign trade system there are also some impertect 
aspects and problems In the future we must continue to 
solve these problems. spur foreign trade enterprises to 
take the path of being responsible for their own profits 
and losses, and strive to create the conditions for con 

petition on an equal basis. so that the foreign trad 

system will tend to become more perfect 


Adjustment of the exchange rate is part of the deepening 
of the reform of the forcign trade system. and i also 
creates the necessary conditions for forcign | ter 
prises to become responsible for their own profits and 
losses and to have mechanisms for competing on ar 
equal basis. After the most recent adjustment of th 
renminbi cxachange rate. the operating conditions 

foreign trade enterprises still tended to be tight. and 


pure hase prices and export costs c uld not mise in the 
wake of the adjustment. We certain! annot all 
reciprocal rise in commodity procurement prices and 


mappropriate increases in prices for he Boods py 
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units must be stopped. Price departments must 
strengthen their control of prices and seriously deal with 
violations of the price policy. At the same time they must 
stop the phenomenon of taking this opportunity to force 
prices down 


Nineteen ninety-one is the first year in the Eighth 
Five-Year Plan, and is also a crucial year tor accom 
plishing the goals of improvement and rectification 
How torcign trade develops relates to the overall situa 
tion in the national economy. From now on, manage 
ment must be enhanced in foreign trade enterprises, and 
an effort must be made to get a good grip on the quality 
of export commodities. Results must be obtained in 
enterprise Management and commodity quality. so that 
fairly good results insure that a certain amount of forcign 
exchange is taken in by means of export. Semifinished 
and indiscriminately manufactured commodities cer 
tainly cannot be exported. Contracts must be taken 
seriously and promises must be kept. deliveries must be 
made on schedule, and in the export of electromechan 
ical products. after-sales service must be enhanced To 
insure in the future a suitable economic growth rate, we 
must insure that there is a considerable amount of 
import, particularly in the import of the means of 
production, and in this regard there must be adequat 
estimates and preparation. At the same me we must put 
to best use our limited foreign exchange 


( hina s overall standards of economic development and 
of technology and management in enterprise production 
are constantly rising, thereby laying a fairly solid toun 
dation tor development of export trade Through 
improvement and rectification China's economic dev: 
opment will enter the stage of benign cycles. The chaoty 
phenomena in the foreign trade domain will be cette 
tively brought under control, and the situation of poor 
economic results in foreign trade enterprises and export 
production enterprises will gradually improve The des 
olution of foreign trade operational authority has tully 
aroused the enthusiasm of all quarters for the develop 
ment of export and has injected a dynamic factor for the 
expansion of export The series of policies and measures 
drawn up by the state to encourage exports—such as 
export duty rembursement. preferential credit. forcign 
exchange retention. appropriate adjustment of the parity 
t exchange between renminb: and foreign exchang 
ct have already and will continue to play a pos! 
promotional role in export expansion 


South Korean Trade Representative Interviewed 
410 BOSS9A Hone Aone CHINGCHI TAOPAO 


RO OINOMIC REPORTER] in Chinese N S$heony 
By reporter Yao Kan-nan (1202 63°73 OSSY) “Inter ‘ 
With Pak Chan-hyok. an Official of the South A 

Ve noresentative { tty 


leat) During an interview, Pak Chan-hyok responded 


number 4— personne ’ at the ly acts 


+ ; | ms nn the 
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Representative Ollice, its objectives, its short-term 
plans, and how it will promote imports and exports, the 
direction of investments, technological cooperation, and 
other questions 


Ihe Beying Representative Office of the Korean Trade 
Promotion Community IK TP } was officially inwugu 
rated on 40 January in Bening The first director of the 
representative office, No Chaewon. presided over the 
inaugural ceremony 


(on their openimg tor business, this reporter took the 
opportunity to interview Pak Chan-hyok, the head of the 
trade section of the said representative office, ut the 
Bening Hotel He replhed one by one to the questions of 
this reporter 


Objective of Opening the Representative Office 


Question Mow many personnel will there be in the 
Bening Representative Office of the KT PC’ What are its 


main ¢ ric ctives 


The Bening office will have a personnel of 20 
persons. to engage mainly in trade promotion. Our 
KTPC was established in 1962. It is a nonprofit trade 
promotion organ which ts to contribute to the develop 
ment of our national economy through the promotion of 
nternational trade Presently. the KTPC 1s particularly 
interested in overseas markets. and has already insti 
tuted studies of specializations and a computer- 
ontrotled collection of trade information. It is helping 
medium. and small-sized enterprises in overseas mart 
imports, in order to achieve a balance in 
During the last vears of the 1980's, pro 


Answer 


keting and als 
lorcign trad 
motion of direct trade with socialist countries was one of 
K TPC 's key activities. In the 1990's, KTPC will become 
a trade advisory organ with wide-ranging concerns 
Through regional economic cooperation it will attempt 
0 -hbalanced trade growth After the estab 
Being representative office. relevant 
a sindustry will be introduced to relevant 


| achieve Wel 
shment of thy 
aspects of Kor 

department in © hina to promote investments, trade. and 
f cooperation. On the other hand, it will 
inform Korean enterprises of Chinese interest in coop 
eration and trade We shall also OTRANIZ¢ the visit of 


arious forms 


ntierprises to various Chinese exhibitions 


Question On starting activities, what will priority items 


he for the Benne representative office to undertake first” 
Answet \ present the most mportant thing is, to 
participa the international exhibition to be held in 
Loniin B ng There are also a number of issues to hk 
discussed with the Chinese Trade Promotion Associa 
hor ich as the question of Korean « ompanies opening 
9— Hy R na ustoms and other questions 
thot ; by 4 

Question: What are the aspects of China's economy i 
which Kor , { nmer S presently par 
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Answer Korea's industry and commerce ts not sullh 
ciently informed of China's economic condition. After 
we have gained an understanding of China's economic 
development and market conditions, we shall inform 
them. Labor costs are now high in Korea, and many 
nterprises therefore think of cooperating with China, 
etting up joint ventures. but that requires an under: 
Janding of Chinese conditions. Korean contacts are 
with Shantung and Manchuria, and knowledge of 
these regions is somewhat better. However, since the 
national systems are different in our two countries, and 
forms of economic management are different, we shall 
provide them with relevant data as to how Korean 
industry and commerce can become actively involved in 
China 


Most 


Question. Are South Korean enterprises interested in 
China's conditions everywhere, along the coast and in 
the interior, of are there areas of special interest” 


Answer There is interest in almost all areas, but of 
course due to geographical location, and the longer 
distances to the interior, the main interest is still in 
Shantung. Manchuria. Shanghai. and the coastal region 


South Korean Trades That Would Possibly Invest in 
(hina 


Question As you see it. which Korean trades could 
successtully invest in China’ 


Answer. Cooperation is possible in many areas. As labor 
costs are comparatively high in Korea, and Korea lacks 
raw and semifinished materials, industries that could 
invest in China are the light industries. but also heavy 
ndustrs. such as the electronic industry, textile industry 
toys. electric home apphances, motorcars, the packaging 
ndustry. etc. In short. the area of possible investments is 

hroad A combination of C hinese labor with Korean 


J 4 F tt 
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office in Seoul, which may perhaps require some time for 
preparations, After both offices will have started ther 
regular operations, Mutual contacts between personne! 
will be much facilitated. | am optimistic about mutual 
trade and technological cooperation 


Question: Mas the Gull war, which recently erupted. had 
any influence on our mutual economic and trade rela 
tions’ 


Answer: | believe it has had little effect on China, but 
much more effect on us. Inadequate supply of oi will 
have an adverse effect on many indusines, Rise in onl 
prices will drive product prices up, and that will have an 
adverse effect on exports, and of course also on exports 
to China 


Enhanced Cooperation with the CHINGCHI TAOQPAQ 


Question: Our publishing company produces a Korean 
issue of our CHUNGKUO CHINGCHI SUPAO [CHI 
NESE ECONOMIC DIGEST), which is a weekly publ. 
cation with economic information on China | hope ut 
may play a more important role in the future mutual 
economic and trade cooperation Do you have any 
Suggestions in this respect” 


Answer) We too have a publication called HAIWAI 
SHIHCHANG [OVERSEAS MARKET) which informs 
on global trade and the needs of overseas markets. its 
purpose is the same as your CHUNGKUO CHINGCHI 
SUPAO. Besides, when | worked in Hong Kong, | read 
the CHINGCHI TAOPAQ) regularly, it is a very good 
publication 


Question, Will you in future let us know of some 
demands of Korean business circles’ It would be very 
useful to improve our publication 


Answer | certainly wall 
ontacts mm future, exchange information, and step up 
our efforts in the interest of improved economin and 
trade cooperation between Korea and China 


| hope we shall have more 


Yunnan’s Expanding Trade With Southeast, South 
Asia 

VIC ROAVIB Bi 
iy Var y/ j 
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[Article by Wang Ping (3769 1456) “Yunnan’s 
Expanding Trade With Southeast. South Asian © 


ines | 


[Text] Yunnan is taking advantage of its stat 


border Provinnas and Carrying outa poly Oo’ intest ‘ 
exports and unports, general trade and border trade, and 
domestic trade and torewn trade in | ) na 


Province earned $434 million in foreign exachany 


including border trade) and tulfilled 138 percent of 


State plan. a increase of 16 percent over 19RY 
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Although its export base is low, Yunnan has great 
development potential in this regard, During the Sev- 
enth Five-Year Plan, Yunnan’s accumulated foreign 
exchange earnings amounted to $1,581 billion, an 
increase of 176 percent over the amount during the Siath 
hive-Year Plan. The annual growth rate was as high as 20 
percentor more. This figure was higher than the national 
growth rate) The number of export items increased from 
more than 100 to over 400, The number of key items that 
can carn $! millon in foreign exchange annually 
increased from about 20 to about 50, Exports of ciga- 
reties, refined tin, tin, tea, and machine tools earned $10 
million in foreign exchange. The export product struc- 
ture improved. Manutactured products’ share of exports 


increased, which preliminarily changed the situation of 


depending on exports of agricultural and sideline prod- 
ucts, as well as of raw materials, to earn foreign 
exchange. The number of units which could supply 
exports increased to more than 700, A group of export. 
oriented enterprises gradually emerged 


During the Seventh Five-Year Plan, Yunnan’s border 
trade developed rapidly. Yunnan Province has made 
yreakthroughs in economic and trade cooperation with 
neighboring countries. Its trade with Laos and Burma 
has developed trom the border tairs and small-scale 
trade of the past to diversified forms of trade—including 
regional trade, entrepot trade, and project contracts, 
labor cooperation, and jomnt ventures. In 1989, delega- 
tions from the Yunnan provincial government visited 
Burma. Thailand, and Laos, and signed 33 agreements 
Most of the agreements are now being implemented 
Some of the notable ones are developing the waterway in 
the Lancang Jiang—the Mekong River—and using the 
deep-water port in Rangoon. Both of them have finished 
the field investigation and tral voyages. Yunnan also 
held an automobile sale exhibition in Laos and partics- 
the comprehensive fair held at the Taluan 
Festival All these activities have expanded the influence 
ind market for Yunnan’s products. The Yunnan Import 
d Export Company cooperated with Laos and set up 
the New Asia International Trade Company in Vien- 
The Yunnan International Economic and Techno- 
operation Company also opened an office in 
yome cooperative projects with Burma are now in 

on and negotiation process 


pated mn 


lhe first year to practice the new foreign trade system 1s 
1. The goals of Yunnan’s foreign trade work are very 
ar These goals are as follows: Yunnan will implement 

he central government's policies, combining them with 
Yunnan’s actual situation. The focus wall be on raising 
‘port quality and on economic results. Yunnan will 
idjust its export product structure, increase the 
portion of highly refined products, try to improve the 
idministration and management of foreign-trade enter- 
rises, and turther pertect the foreign-trade respons: 
ty system. Yunnan will support export production 
sports this year. Governments at 
will strive to further open to Southeast and 


wrive to ing ran 
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South Asian countries and to make Yunnan ito a 
window in southwest Ching thal opens to the outside 


world 


Shanghai Vice Mayor Views Foreign Investment 
Guidelines 


VIC LOS96R Shanwhai ILEANG RIBAO in Chines 
1] Mar 9i pl 


[Article by reporter Jiang Ninhe (8592) E800 0745) 
“Huang Ju (7806 $468) Declared at the Guide To 
Foreign Investments News Conference. Shanghar Will 
Utilize Its Foreign Investments Even More Efficrentls 
the Municipality Announced Its Encouragements 
Restrictions, and Prohibiuons Pertaining To Foreign 
Investments on 10 March’) 


[Text] “Utihze foreign investments even more eth. 
crently, open up even more international markets, and 
let even more of Shanghai's products compete in the 
international markets—this is the important task as 
Shanghai further develops its externally onented econ- 
omy.” Vice Mayor Huang Ju said at the “News Conter- 
ence on Shanghai Municipality's 199! Guide To Foreign 
Investments in a List of Industries and Products 


Huang Ju said, the Eighth Five-Year Plan which begins 
this vear, has given Shangha: some new tasks as the 


municipality further opens up For this reason, we must 
further improve Shanghai's investment environment 
especially the intangible environment. We must satisty 
the demands of international practices and strive to 


make things convenient for the foregn investors. To 
further enhance the functions of the Foreign Investment 
Committee, not only must we streamline procedure by 
requiring onl ne Slamp” at the project cxaamination 
and approval phase. bul we should do the same at the 
construction phase Last vear. a foreign businessman 
compared the complicated procedures during the cor 

struction phase to finding oneself in a “black box” and 
not knowing when one would see the light of day again 
Mavor Zhu Rong [2612 6954 1015] is especially con 
cerned, and a specialized department is investigating this 
matter. Bold and resolute measures will be taken to deal 
with this issue thoroughls 
Huang Ju said that we must let entrepreneur 
world know about the services Shanghai pr d ind 
change the current practice of serving only th lorcign 
investors who knock on our doors. On the one hand, we 
must fully utilize Shanghai's overseas cconomic and 
trade organizations to promote Shangahi and at the sam 

i} 


ume open a few more windows abroad On the wet 


hand. we must organize delegations to go ov as | 
open TVG Te a wT 
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vice chairman of the municipality's Foreign Econom 
and Trade Commission and vice chanman of the 
Standing Committee of the Foreign Investment Com 
mittee, and together with Ye Longte: (067) (8945777) 
Yang will be in charge of the Foreign Investment Com 
mittee ’s everyday operation 


In introducing “Shangha: Municipality's 1991 Gride To 
Foreign Investments In a List of Industries and Prod 
ucts,” Ye Longfes, vice chairman of the Standing Com 
mittee of Shanghai's Foreign Investment Committes 

said that in response to the need to actively readjust the 
secondary industry. steadily improve agriculture and 
other sectors in the primary industry, vigorously develop 
the tertiary industry, and accelerate the readjustment of 
the industrial structure, Shanghai has prepared a list of 
industries and products which foreign businesses are 
encouraged to invest in. In principle, Shanghai encour 

ages (a) the bringing in of advanced technologies to speed 
up the advancement of its industrial and agricultural 
production tec hnologies promote its current enterprise 
technological transformation, upgrade the products. and 
increase the number of cxaport proyects whi carn for 

eign exchange, (b) new technologies. new cquipment 
new materials, and new products which China has not 
vet developed nor 1s producing at this time | 
in demand in the domestic and foreign markets. (c) 
production-oriented projects which ma quire the 
import of major raw materials but lets a 
finished goods to be exported, (d) industrial | 
use New technologies and new equipm ind integrate 
the use of natural and reproduced resources 
logically advanced projects which can improve product 
performance, reduce consumption 
capacits and improve economic efficiency. (1) propects 
which facilitate the development of the new Pudong 
Zone and the construction of the city’s infrastructure 

Shanghai especially encourages investments in nine sep 
arate industries and more than 200 products. including 
the machinery and electrical industry's machine tools tor 
punching and cutting, the instrument and electronn 
industry s recording instrument. commercial pulp 
making in the light industry, print and dye and subs 

quent processing of textile goods in the textile industry 

and PVC processing and additives in the chemical 
industry 


whic h are 


r most of the 


orects that 
fe) techno 


increase productive 


In principle. the following foreign investments ar 
restricted: (a) advanced technologies China has already 
developed or has already brought in and has the pro« 
live capacity to satisfy domestic market needs. (b) 
projects that consume a lot of energy and produce goods 
which are not competitive, projects that cannot balan 

their own foreign exchange income and expenditure, of 
simple assembly-tvpe work in which the end products 
cannot be exported: (c) projects which compete with the 
municipality § casting export goods for raw materials 
source of goods, and marketing channels. Inv: 
nearly 60 industries and products are boing rest: d 


stmecents 


Thes include BIAOZHU NITAN. cable and wi nh 
ball type goods, tennis shoes, woo! and textile goods 
acrylic wallpaper, and toodstuf! 
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Poreign businesses are banned from certain undertak 
ings such as projects in which the three kinds of indus 
trial wastes cannot be disposed of without violating 
environmental protection regulations of polluting the 
environment, news publication, radio and TV broadcast 
post and telecommurcations, foreign trade, domestic 
commerce and related industries, insurance and related 
industries, and projects relating to national security 


There are more than 20 nonproductive type projects 
which in principle the municipality is no longer partic) 
pating in at this time. They include hotels, apartments 
Office buildings, beauty salons, karaoke, massage parlors 
information and consultation, entertainment. medical 
and health care, project contracting, communications 
and transportation 


Ye Longte: said that faced with the changing interna 
ional and domestic markets, there is room for Nearbility 
with respect to specific projects, especially if they have to 
do with investments in Pudong’s tertiary industry 


At the news conference. Shen Beizhang | S088 $926 
4545]. chairman of Shanghai's Foreign Economic Rela 
tions and Trade Commission. was also present to talk 
about Shanghai's foreign trade development 


lrade With Central, South America Increases in 
1990 
VICEOAGIC Bev 
” War Yi p 3 


me GlOJ1 SHANGRAO in Chimes 


Article by Chen Yin (7118 0946) “Trade With Central 
and South America Sees a Large Increase] 


iText) Last vear China’s total volume of imports and 
exports with Central and South American countnes 
amounted to $211.32 bilhon, an increase of 9.8 percent 
over the $192.49 billhon in trade in 1989) OF this 
amount, the export volume increased from $111.2 bil 
hon to $118.76 bilhon, up 6.8 percent. The import 
volume increased from $87.29 billion to $92.56 billbon 
an increase of 13.9 percent. The trade surplus fell from 
$29.46 bilhhon to $26.2 billion 


The outstanding characteristic of foreign trade with 
( entral and South American countries in 1990 was that 
the prices of most ttems—except oi}—declined in the 
international market. The Persian Gulf crisis made non 
on producing countries, such as Brazil, face a difficult 
forcign-trade environment 


Last vear the caport volume of o1l-producing countries in 
Central and South America equalled $$7.21 billion, an 
increase of 11.8 percent Their import volume reached 
$47 tilhon. an increase of 18.4 percent. The expor 
volume of non-oil producing countnes was $61.55 bil 
hon, a decrease of percent. Their import volume 
reached $45.6 billion, an increase of 9.§ percent. OF this 
Brazil's export volume was $30.5 bilhon, a decrease of 


11 4 percent compared to a volume of $44.4 billion in 


SY Its Import volume amounted to $20 tillbon. an 
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imerease of 9) percent over a volume of $18.3 billion in 
iYAY lis trade surplus declined from $16.1 billion in 
1Y89 to $10.8 billion in 1990 


NIOFERT Official Discusses Kuwaiti Labor 
Vlarket Prospects 


VIC bO04904 Becine GLOU SHANGBAO in Chinese 
A War vipil 


|Article by reporter Zhong Shengh (6988 0524 0448) 

Improve Organization and Coordination Returning To 
ihe Kuwait: and Middle East Contractors’ Markets-—An 
Interview With Chen Yongear (7115 3087 2088), 
Director of MOPERT's Foreign Economic Cooperation 
Department’ ] 


leat! Now that the Gulf war is over, Kuwait and Iraq 
are launching massive efforts to heal the wounds of war, 
and contractors from around the world are once again 
turning their attention to these two nations and other 
Middle East markets: What opportunities will this open 
ip for China’ How should we get back into the Kuwait 
and other Middle East contractors’ markets” Recently. 
this reporter took these questions to Chen Yongcai, 
director of MOFERT's Foreign Economic Cooperation 
Department 


According to Chen Yongea:, China's foreign contracting 
and labor cooperation operations began in 1978, and the 
Middle East was where rt all started. By last vear, China 
has signed labor contracts with Kuwart, Iraq, Jordan, 
Iran. the UL nrted Arab Emirates, Yemen, Oman, Bahrain 
and we have been involved in a wide range of 
ncluding work on the chemical industry 
ghway and bridge constructions, telephone, public 
uhtves. and cvihan construction projects. In the last 
‘ow sears. labor contracts with the Middle East nations 
have accounted for nearly one-tenth of the value of all of 
our toreimgn labor contracts and just before the war 
ontracts with rag were worth as much as $1.9 billion 
and those with Kuwait were worth in excess of $500 


million 


ana So on 


F | 
{) is 


in discussing China's return to the Kuwait: and the 
Middle East markets, Chen Yongca: said, despite the 
very complicated international relations and constraints 
ind the imtense competition, China has its advantages 
ind is full of contidence about returning to the markets 
this region He said, first, during the entire Gulf crisis, 

he Chinese Government has taken a firm stand and has 
ipheid justice. creating a good impression among the 
Middle East nations This is the most important factor in 
r favor when we return to the Middle East markets 
Second. betore the war, China already had a frnendly 
relationship of trust and cooperation with the Middle 
East nations. including Kuwart and Iraq, and had been 
specially successtul on the area of labor contracts and 
ration We have a solid foundation. Third, during 
ny years we worked together, China has always 
i red quality work and guaranteed on-time work 


ag qua 


ECONOMIC ” 


completion, and our technicians and laborers are dises 
plined, well-trained, and hard-working. and that is why 
we have a fine reputation among the local governments, 
business Owners, and citizens. Lastly, China is capable of 
undertaking all facets of design and construction of the 
engineering projects Kuwait and Iraq may need to heal 
the wounds inflicted by the war and we can work on a 
wide range of cooperative projyects: We are tully prepared 
ideologically and in every other way 


Chen Yongear said that in returning to the Kuwaiti and 
other Middle Fast markets, Ching os especially interested 
in, and is quite capable of handing, jobs relating to the 
petroleum and chemical industries, tire-tighting 
cleaning up the Gulf, clearing mines, and building high 
ways, bridges. airports. harbors and other intrastructure 
We are interested in and are ready to resume civilian 
construction projects and are also interested in sending 
senior enginecrs, enterprise Management personnel, doc- 
tors, technicians, and other service personne! to the area 
The cooperation can take different forms We can work 
with European and US. companies and companies trom 
a third country, subcontract certain projects, or serve as 
prime contractor, and we can pertorm feasibility studies 
or provide materials. technologies. equipment, and so 
on, for those nations Besides helping the Kuwaitis to 
rebuild their homeland. China will also try to develop 
Saudi Arabi. into a major market. China has just sent a 
delegation to Saudi Arata to exchange ideas on the 
cooperation issuc, and meanwhile, we will work hard on 
opening up the markets in Tran. the | nited Arab Emir- 
ates and other nations 


Chen Yongca: pointed out that C hina must proceed with 
caution when returning to Kuwan and the Middle East 
markets. We must emphasize centralized organzation 
and management and avoid rushing headlong into mass 
action, reckless development. and cutthroat competition 
among ourselves. In principle, in returning to Kuwant 
and the Middle East markets, the state will give preter- 
ence tO approving and supporting those companies 
which had a solid foundation in the region betore the 
war, which have been in the business for some time, and 
which have established a good reputation Other compa- 
nies wishing to enter the Middle East markets for the 
first time may do so only after formal examination and 
approval by MOFERT. and the latter also intends to 
apply even stricter control over pr 
better economic efficiency 


ces 8O aS TO Al hieve 


Volume of Exports to Japan Increasing 


VIC E04914 Bevyine GUOdT SHANGBAO in Chin 

26 Mar Yip 3 

[Article by Chen Sigang (7115 1735 9464) “China 
Gradually Increases Exports to Japan in Recent Years 
Many Commodities Well Rec ‘ lapan”| 

[Text] According to trade statist published by Japan's 
Ministrs yf } mance ! } hruat i“ ine volume of 
imports and exports between Japan and (€ hina 190 
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, 


amounted to $18.18 billon, a decline of 7.5 percent 
compared to a volume of $19.66 bilhon in 1989) How 
ever, exports from China to Japan showed a tendency to 
rise in recent years. In 1986, the China's volume of 
exports to Japan equalled $5.65 billion, In 1987 it was 
$7.4 billion, in L988 it was $9.86 billion, in 1989 it was 
$11.15 bilhon, and in 1990 it was $12.08 bilhon 


In 1990, China’s exports of food stulls to Japan came to 
$1.935 bilhon, equal to 99.1 percent of food exports in 
1989. Exports of raw materials equalled $1,087 billion 
80.5 percent of 1989's level. Exports of mineral tuels 
equalled $2.912 billion, equal to 138.8 percent of 1989's 
level. Clothing exports reached $2,388 billion, equal to 
108.2 percent of 1989's level. Exports of metal minerals 
came to $156 million, equal to 107.8 percent of the level 
in 1989 Exports of metal and manutactured metal 
products amounted to $558 million, or 117.3 percent ot 
1989's level 


In 1989, the total volume of Japanese imports and 
exports was $486 billion: exports equalled $275.2 bilhon 
while imports equalled $210.8 bilhon. Although China 
exports quite a few items to Japan, China's share of the 
total volume of Japan's foreign trade 1s very small, and 
has been growing even smaller. Take exports of cotton 
yarn to Japan tor an example: China exported 157,000 
pieces in 1YSS and 112.000 pieces in 1989. a decrease of 
28 percent. The major problems with China’s exports of 
cotton yarn to Japan involve weak yarn intensity, which 
causes many broken ends, too many varieties in length 
among different bobbins (too many differences in 
weight) uneven strips, too many detects, and impertect 
shaping. The major problems with China's exports of 
cotton cloth to Japan include defects in wett, cotton 
impurities, which make too many “white stars” after 
dying, too many knotted yarns, and too many detective 
yarns. Kench: Jinbo, deputy director of the Japanese 
Fiber Import Association, said the value was $11.15 
bilhon, accounting for !/20 of Japan's imports [as pub 
lished]. ft 1s thus evident that the volume of Chinese 
exports in the Japanese market is negligible 


Many products made in China are very popular on the 
Japanese market. For instance, Chinese textile products 
occupy certain markets in Japan In 1990. Japan 
imported $11.5 billhon worth of raw textiles, silk prod 
ucts, and highly refined products. It 1s estimated that this 
figure will be $13 bilhon in 1991. Regarding current 
South Korean imports. Japanese customers have more 
rigid standards towards textile products. Compared with 
European or US. customers, the lapanese seems picks 
They hope Chinese enterprises will pay attention to 
product quality —beginning with the choice of raw mat 
nals—and to export products that require secondary 
processing. Only in this way can Chinese textile products 
maintain and cxpand thei ground in the Japanese 
market 


of high incomes and high 


lapan is a country 
tion. 3 Crenerall 
requirement 


onsump 


speaking. Japan has relatively high 


’ 


tT product quality Product prices are 
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only a secondary concern, Lake clothes for example: a 
high-quality suit made in China ca for about 10,000 
yen cach. However, using the same materials, a Sino- 
Japanese joint venture can produce higher quality suits 
with fancy packing cases that sell from 20,000 to 40,000 
yen each. The selling price is doubled, yet Japanese 
consumers are willing to buy them 


In Japan, there are many Chinese restaurants. It 1s easy 
to see signs that say “Chinese cooking” everywhere. A 
course of assorted noodles can sell for between 850 and 
1,300 yen. Chinese tood is much less expensive than 
comparable Japanese tood Because the Japanese lke 
(hinese food, there 1s a great potential for Chinese tood 
products to expand into the Japanese market. Currently, 
the quantity of Chinese tood products exported to Japan 
is still small Japanese tmends indicate that as long 
(Chinese food products can meet Japan's strict hygienic 
standards, and as long as packing quality is improved, 
Chinese food products will be very marketable and their 
export to the Japanese market can be expanded 


Each year Japan imports | 20 million tons of coal. China 
exports 4 million tons of coal to Japan annually, which ts 
only one-thirtieth of Japan's coal imports. China 1s first 
in the world tor coal output, and it is very rich in coal 
The potential for expanding coal export is very great 
According to Japanese frrends, Japan also has a big 
demand for corn. Because problems with importing corn 
trom the United States cannot be resolved at present, 
Japan 1s hoping to import corn from China 


In summary, there 18 @ great potential for Chinese 
products in Japan. The key port is that we must 
improve product quality and constantly develop new, 
high-quality exports. For this purpose, we must earnestly 
implement “the commodity ecxamination law” and 
enhance commodity inspections at every level and in 
every production chain. We must start by choosing raw 
materials and paying attention to design, production 
and product processing. In the meantime, we must 
properly examine product packing. We must strengthen 
the registration and management of enterprises engaged 
in producing exports. We must hasten construction of 
the base for producing export commodities. We must 
also develop and support more high-quality. name-brand 
products for entry into the Japanese market 


Shanghai Continues lo Attract Foreign 
Investment 

OV MORI NAIIY) Ry 1 
AOA GANT] i) Vf i] 


VINEIU tin Enelish 


[Text] Shangha:. March 40 (NINHL A) 
approved 70 foreign-funded projects, involving invest- 
excess of 61 million US. dollars, during the 


Shanghai city 


ments in 


first three months of this vear 


The figures represent a 70 percent increase in the 
number of projects approved and a 66 percent increase 
ver last vear § sare 


In investment period 
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Yang Quanyi, a senior engineer with the Shanghai 
Municipal Committee for Foreign Investment, said that 
of the 70 new projects, 68 are related to industrial 
production and involve investments of $7.86 million 
US. dollars 


Sixteen of the projects are solely foreign funded 


Statistics show that the 201 foreign funded projects 
Shanghai ratified during 1990 involved contracted for- 
eign investment in excess of 374 million U.S. dollars 


By the end of last year the city had approved 910 
projects, with contracted foreign investments totaling 
2.85 billion U.S. dollars. The investments came trom 22 
countries and regions 


Three-fourths of the 910 foreign funded projects are 
related to industry 


1990 Border Trade Exceeds $1 Billion 


HKO404 153491 Beyine ZHONGGLO AINWEN SHE 
in Enelish 1421 GMT 4 Apr 9] 


(“China's Border Trade Last Year Totalled Over US$! 
Bilhon’—ZHONGGUO XINWEN SHE headline} 


[Text] Beying, Apml 4 (CNS}—China’s total border 
trade value last year was more than U.S.$1 billion, a sum 
equivalent to the total foreign exchange earned by the 
exports of three to four medium-sized border provinces 
and regions for a whole year, according to incomplete 
Stauistics 


China's inland border runs for a total of 22,000 kilome- 
tres, 19,000 kilometres of which involves regions inhab- 
ited by ethnic minorities. There are more than thirty 
minority nationalities in these parts sharing a border 
with the same races of people of neighbouring countries 
They have close economic links and have traded since 
ancient times. The inland border trade has been growing 
during the past decade's implementation of the strategic 
coastal open policy 


Most of the neighbouring countnes bordering China's 
inland are developing countries. There exists a strong 
complementary demand for products between China 
and these bordering countnes. China's export commod- 
ities, especially daily necessities, have strong markets in 
these countnes. Export items include light industrial 
products, textiles, clothing, general merchandise and 
hardware. China’s imports from these countries include 
steel materials, umber, chemical fertilizer, cement, gem- 
stones and rubber 


ECONOMIC ZONES 


Shenzhen Municipal Plan Still Under Study 
HKO104025291 Hone Kone HONGKONG STANDARD 
in Enelish 1 Apr Yl p 5 


[By Cheung Po-ling in Bering) 
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[Text] The Shenzhen municipal government will take 
another year or two to implement the “opening of the 
first border and managing well the second border,” said 
Li Hao, the Shenzhen Municipal Committee Party See- 
retary 


Mr Li, who is attending the ongoing session of the 
National People's Congress, said in Beying yesterday 
that the municipal government was actively mapping out 
details of the plan 


He said the plan had yet to be discussed with the Hong 
Kong Government 


“The plan is being thrashed out by our municipal gov- 
ernment and the State Council and will take another year 
or two betore it can be executed,” he said 


The aim of the plan is to perfect the management of the 
Shenzhen special economic zone’s first and second bor- 
ders and turn the town into a tax-free zone lke Hong 
Kong 


Mr Li said he behheved such a policy would be conducive 
to the reform policy of the region 


According to the party secretary, who 1s in charge of the 
plan, goods vehicles from Hong Kong would be 
exempted from examination when they enter Shenzhen 


“Apart from several tems, consumer goods and elec- 
trical apphances brought in by Hong Kong travellers 
would also be exempt from tax under the plan.” he said. 


At present, drivers of goods vehicles trom Hong Kong 
have to produce their permits before they can enter 
Shenzhen 


The proposed change would facilitate teh flow of goods 
into Shenzhen 


A special entry permit will be issued to Hong Kong 
residents who will be able to enter the zone without 
having to fill out forms 


“We are also thinking of increasing the number of entry 
and exit channels at the border and further speed up the 
computerisation of border management,” Mr Li said 


He said the opening of the first border would curb 
smuggling activities because the move would put an end 
to the present tax differential between China and Hong 
Kong 


However, he said the change would not lead to an exodus 
of mainlanders to Hong Kong 


Although the plan would reduce the revenue of the 
municipal government. Mr Li said he believed the 
scheme would promote the economic development of 
both sides 
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Hainan Attracts Domestic, Foreign Investment 


OW OS04084 79] Beyine NINH A in Enelish 
OSO0 GMT S Apr ¥l 


| Text] Being, Apnl § (XINHU A}Increasing numbers 
of domestic and overseas firms are visiting south China’s 
Hainan Province seeking opportunities tor investment 


The Overseas Edition of the PEOPLE'S DAILY reported 
today that the province's Chengma: County Industral 
Development Zone signed nine joint venture and co- 
operavion contracts during the first three months of this 
year. The ventures involved domestic investments of 


over 22 milhon yuan (four millon U.S. dollars) and 


foreign funds of shghtly over 2.2 million U.S. dollars 
The Jinpan Industnal Development Zone hosted 23 
groups who had visited the zone to investigate invest- 
ment opportunities. Agreements in the form of joint 
ventures or other co-operative ventures were concluded 
on eight industrial projects. The eight projects required a 
contracted investment of 17.59 milhon U.S. dollars in 
foreign funding and 1892 millon yuan (four million 
U.S. dollars) in domestic funding 


The Qinglan Port Economic Development Zone, which 
was initially established for the specific purpose of using 
investments trom Taiwan, has received more than 300 
business and industrial delegations from Taiwan, Thai- 
land, Singapore and Japan. To date, 36 projects are 
either under construction or have began production 


Provincial statistics show that between January and 
March this year the four development zones in Haikou 
the provincial capital, had signed 20 contracts and 15 
letters of intent tor co-operative projects 


Hainan, China’s newest province. 1s expending ercat 
effort to improve its investment environment by con 
Struction or expanding its water supply. electricity. tele 
communications and transport tacilities 


LABOR 


Employment Policies During Eighth Five-Year 
Plan 

VIC ROASAA Be 
CHINAS LCONOMIE 
in C Aimee \ 


ine ZHONGGLO TIZHI GAIT! 
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[Article by Xu Dong (6079 2639Strategies and Refte 
tions on Employment in Cities and Towns During th 
Eighth Five-Year Plan’) 


[Text] The problem of employment in cities and towns 
reached its peak and then eased during the Sixth and 
Seventh Five-Year Plans. The pressures from unemploy 
unemployment 


Eighth Five-Year Plan 


will increase while demand will shrink Ihe stea 


ment and the rate will rise again in the 


Ihe supply ti fapor resources 


increas n the potential labor torce and osures OF 


temporary shutdowns in production real ew 
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employment dithiculues. The employment situation 
facing cities and towns is severe. There have to be 
breakthroughs im major strategic policies, making 
enhancing reform of the employment system the starting 
point 


The Employment System 


During the Eighth Five-Year Plan, we should establish 
an employment system that focuses on the state's 
planned management while adding in non-governmental 
cooperation, and that focuses on the state assigning jobs 
while adding in individual job hunting Our reference t 
planned management and state job assignments does not 
mean that the government will be totally responsible tor 
job assignments, as it was in the past, it simply means 
that this 1s a basic, conditional premise tor resolving 
social employment. The concept of non-governmental! 
cooperation and individual job hunting means that the 
State formulates employment plans, regulations, and 
policies, which are then implemented by enterprises 
workers, and civil society in order to fully use the various 
forces in socrety. Thus, after the state has set up employ 

ment pohcies and plans, the actual practices in th 

employment process—such as raising funds to creat 
jobs—will be treely carned out by society 


In enterprises, reform of the labor system should tocus 
upon turther reforms of the life-time job system, trans 
forming it into a contract relationship between workers 
and enterprises, and changing the direct state contro! of 
the labor system into indirect state regulation and con 
trol and direct management by enterprises 


At the same time, we should establish and pertect th 
social insurance system for unemployment as soon as 
possible, and pass laws mandating ways to collect and 
use unemployment insurance funds. We will open up 

labor market, with specialized agencies responsible tor 
managing. training, and placing the unemployed in jobs 


Within the scope of the state's macroeconomic policies 
we must enable enterprises and the labor force to choos 
each other, in order to find the best match between th 


means of production and the labor force 


Ihe Employment Structure 


n terms of the ownership of the means of production, ar 
outstanding characteristic of the employment structure 
in cities and towns 1s that a much higher proportion ot 


the labor force (about 70 percent) 1s employed in stat 


owned units, and a much lower proportion of the lab 
force 18 emploved im units that have other forms 


wrership 


Looking atemplovment in different industries, there is a 
much higher proportion of the labor force in secondar 
industries, especially mn industnal manutacturing, and a 
wer proportion in tertiary industnes—the prop 
public utilities, transporta 


in the tinancal. insurance 


tion, and postal service areas 1s even smaliet 
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In terms of the occupational structures in cities and 
towns, workers account for $7.1 percent of the country’s 
non-agricultural population, higher than the average in 
other countnes, while service workers acount for a 
smaller percentage 


Consequently, we should generally restrain’ blind 
increases In employment in state-owned units and in 
industrial manufacturing enterprises. The new labor 
force should mainly go into collectively owned units 
service industries, and non-production occupations It 
should be noted that there 1s a great potential tor 
increasing employment by adjusting the occupational 
structures in cities and towns, Estimates are that by the 
vear 2000, if the ratio between industrial employment 
and other employment could tall to about what it was in 
the 1950's (about 38:65), other work areas might gen 
erate about 4 million jobs, even if city and town indus- 
tries do not increase their employment 


Employment Policies 


Governments at all levels should consider the country’s 
labor force to be a huge source for the forces of produc 
tion or an industry to be tapped and used. switching 
trom passively assigning jobs to actively exploiting the 
labor force. This should be one of our basic national 
policies, to be included in the general plan for social and 
economic development and reform. Presently. we should 
try to expand the job market by mobilizing multiple 
resources for positive action and providing more job 
opportunities. We should also strictly contro! the total 
supply of labor to alleviate the contradiction between job 
availability and employment 


We must sternly restrict the flow of labor trom rural 
areas to cites and towns. The state has included in its 
national economic and social development plan the 
policy of “changing a person's status from agricultural 
to non-agricultural” through unified administration 
In order to strengthen the management of peasants 
working in urban areas, we will more tightly control 
endorsements for employing peasants, using a system 
of work permits and collecting city entrance tees 
Meanwhile. governments and other industries should 
increase investments in agriculture, encouraging peas- 
ants to develop and exploit the agricultural, forestry 
poultry, and fishing industnes, and to provide services 
before and after production. In addition, we should 
carry out the policy of “regulation, rectification, trans 
formation, and upgrading” to help develop township 
enterprises and increase rural areas’ capacity to absorb 
the labor force 


—We must implement a fleaible work system as soon as 
possible. Such a system may not only give employees 
more leisure time, but 1 may also raise productivity 
and provide new jobs. First, we could shorten work 
time. The system could be set up in accordance with 
the characteristics of different occupations In duc 
time, we could implement a system of five-day work 
weeks or six-hour work days. Second, the age tor 
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employment may be raised, severely restricting child 
labor By implementing 10-year, compulsory educa 
tion, we May implement a system that requires a 
high-school education or tts equivalent tor employ 
ment in large: and medium-sized cities where con 
ditions allow. Third, we may introduce a phased 
employment system for women. Because of the low 
level of socmahzation in housework at the present 
Stage. women are taking more responsibility for 
raising children and house work In order to reduce 
women's burdens, it is reasonable to have a phased 
work system for women 


‘We will exercise reasonable control over re. 
employment of the retired, and will encourage retirees 
to work in township enterprises or private enterprises 


-We will support the collective and cooperative 
economy. and encourage and direct the healthy devel 
opment of the individual and private economy. so as 
to expand the job market 


We will take measures to actively expand labor 
exports 


Organizing and Managing t mployment 


We must change the basic way of thinking about the 
government's function of berg in charge of employ 
ment First. we should further substantiate and 
Strengthen the government department that administers 
labor employment by increasing all types of specialized 
personnel Second. we should effectively transtorm the 
function of government employment departments trom 
simply filling employment quotas and allocating jobs to 
the higher function of focusing on investigation and 
research, formulating employment regulations and pol: 
cres based on scientific predictions, and directing and 
regulating employment behavior in society Third, we 
should strengthen the connections and coordimation 
between the government and non-governmental units 
and between departments within the government We 
should establish city and town employment regulation 
committees to advise the government and be the link 
between the supply and demand tor labor Such commit- 
tees will be headed by the government planning commis. 
sion (or the labor and personne! departments), and ther 
membership will include other relevant departments 
representatives from various circles, and enterprise rep 
resentatives 


Insufficient funds have been a chronic problem tor the 
national cconomy and city and town employment We 
must set up a national employment fund. The sources of 
the tund may come partly from government revenues 
but the major portion has to be ransed by society With 
mones from enterprises, service organizations, and 
emplovees, it is very kelly that we can raise a certain 
amount of moneys for the fund 
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(Comments on Enterprise Groups ’| 
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s just an enterprise-like company Member enter 


prises within a group should conduct comprehensive 


planning rdinate operations, and share benetits and 

sks. They should also maintain a certain relationship 
between mimodity cachange and competition practice 
differentiated management and accounting at different 


Vcls, and retrain trom cating oul of the same Dig pot 
nd being separated trom the market. This will help in 


yercoming “Dig-company diseases.” such as rigidity 
Stagnation, and bureaucracy, and it will fill the entire 


group with strong vitality 


iT — ta 1 Ss nol appropriake itt. have al Vnt dom) 
lant enterprise group in one trad \ bette APpProads his 


rganize several large groups that are on an equal 


' ting Py nicgrating relevant enterprises centered 
' ing irge enterprises located in diflerent CRIONS 
Then tl should promote “monopolistic Competition 
mong themselves which takes place na larger mor 
\tensive scale and ata much higher level 
\W fy pal niinuc opening to the outsicle world with a 
¥ to pushing enterprise groups into the fthercely com 
xtn nternational market. Enterprise groups shoul 
1] 1 l ie q nt | r) the orn Stig market ? ! th 
\ ’ iw mal WS oF tor marketing They sMPouid 
m | | 1 vera Kivantages nm products 
pital. and information to occupy interna 
i Act A lcow g iM RrOUDPS }UTP ps d with strong 
‘ ’ ’ ‘al mr nroducth 1) A Ti? 
1 1 \ and SCT 14 tunct ms. sn a 
‘ . ; sf 4 1 341 968 Teak’ \ 
' ’ a rseas and gradually ¢ Vine 
‘ i (sen : } V Non 
‘ ind multi-d ona 1 
iterprises within a group. amone ent 
1 in the interna i) marke Nn not 
prevent the emergen ta transit 
t can also prod the dual b fits 
ind maract compet 
It. Enterprise Groups and Government 
! t ( ? we nor S\VSter \ sti I 
‘ wards ti? mw svsten fap ned 
ry) \ \ il is i! 9 ms i | J 
1 by ry nana A nus ry 7" 
; . p M * nae , " — ‘ " 
1 cl | Z ps. Un ul in na ' 
" ins-regional and trans-departn 
| a ns Ww iSO Dias WW gu ! ts try 
‘ Dp 1 isting met? <7 ? 
‘ ’ J Dpropy} it | summa j } 
Aperi Sand adopt the pract r 0 
| | ‘ mt and Na x 14 
ine I term as the da form |! 
honship betw the stat rt 
’ ; ( : 1 ins that 
nh _ , i oh . 


JPRS-C AR-91-028 
22 May 1991 


have to cut their connections with the government 
departments that previously managed them. They must 
form an independent planning and management unit to 
be listed separately in the government plan at the appro 
priate level, so that budgeted funds and maternal! supplies 
are channeled directly to the enterprise group, delegated 
planning authorities are transferred to the group, and the 
government's planned targets or orders are sent directly 
to the group. This wall eliminate all intermediate layers 
so that enterprise groups can largely avoid excessive 
administrative intervention and have a lot of room to 
operate autonomously, thereby effectively lowering the 
cost of planned management 


In accordance with being an individual planning unit, we 
could contemplate an overall contract of assets between 
the state and enterprise groups which dealt with the 
relationship in the allocation of interests. That is to say 

in the name of state ownership, the government signs 
contracts with an enterprise group, authorizing the latter 
to operate assets that are actually state-owned, the group 
assumes the responsibility or obligation tor protecting 
and increasing the value of the state assets and remitting 
the returns on the assets to the government. The govern 

ment examines only the rate of return on assets and the 
growth in the volume and improvement in the quality of 
State assets brought about by technological improve- 
ments. Decis:ons about daily production and operations 
are left entirely to the autonomy of the group. The group 
could extend subcontracts to member enterprises, or use 
other approaches that they deem appropriate 


In implementing individual planning and overall con 
tracts tor assets, almost all enterprise groups tace the 
ditticult task of upgrading equipment, transforming 
technologies, and developing new products, which are 
the lifelines that determine a group's fate. Given the 
premise of an improved auditing and accounting system 
and guaranteed directions of resource deployment. it 1s 
necessary to let enterprise groups appropriately retain 
more profits through such methods as expediting depre- 
crtion and allowing additional retention of tunds tor 
development. Moreover, there 1s proof that autonomous 
investments of enterprise groups are often more eflicrent 
than planned and targeted investments 


There 1s another point to keep in mind. The phenom 
enon of “the government acting as an enterprise” should 
be overcome, likewise, the phenomenon of “enterprises 
acting as a government” should also be prevented. [he 
main link binding member enterprises together 1s the 
relationship of property and economic interests, rather 
than vertical, administrative relationships Member 


enterprises should retain their legal person status outside 
the group organization. It we depart trom this principle 
enterprise groups would likely be transtormed tnt 
equivalent of a managing department or governmen 
administrative company. thus losing their character and 


Vitality 


thes 
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IIL. baterprive Groups and the Share-holding System 


Large enterprise groups have complex internal and 
external relahonships, and they have a strong tendency 
to expand in many dimensions. The organizational and 
operational form that os consistent with their special 
characteristics is the share-holding system. There are 
several reasons tor this. First, only assets can link 
member enterprises together through a common tate 
and the share-holding system is the form ino which 
property rights and interest allocations of share-holders 
within a group are realized. Second, the share-holding 
system separates the existing state ownership into ult! 
mate state ownership and enterprises’ legal-person own 
ership, which lays the legal foundation tor the separation 
of enterprises and government. Third. the share-holding 
system opens a direct financing channel! for enterprise 
groups. This enables them to raise large amounts of 
long-term tunds—needed for improving technology and 
equipment and tor expanding production and opera 
hons——by issuing and transferring shares. Fourth, the 
share-holding system makes tt casy for enterprise groups 
to utthze capital markets to optimize and rearrange thei 
factors of production trom time to time, to enter new 
economic fields. to develop diversified operations, and 
to maintain flexibility and openness in the group struc 
ture. Fifth. the share-holding system could take the form 
of stock investments, so that foregn capital may be 
raised on a much larger scale. This would deepen Sino- 
foreign economic and technological cooperation 


Under the system of overall contracting for assets dis 
cussed betore, the state treats enterprise groups as agents 
of state property rights. ut entrusts them to exercise the 
duties of the owners and to be responsible tor adminis- 
tering state assets. This implies that the government has 
moved from production management to asset manage- 
ment when dealing with enterprise groups, thus pro- 
viding a sound basis for the groups to shift towards a 
share-holding system 


The establishment of enterprise groups under the share 
holding system needs time to make the transition from 
the preliminary to the mature stage. The first step 1s to 
examine and appraise the volume of assets of the one or 
several large, key enterprises that serve as the group's 
core, and turn their assets back over to the group, thus 
forming a group core that integrates assets and opera- 
tions. Other enterprises may invest in shares using all or 
part of their assets, and can become legal share holders 
At this port the stocks would not to be issued to the 
public or to socrety, and would not circulate im the 
market. The situation would be similar to having a 
limited number of share holders torm a limited hability 
company Enterprise groups would adopt a system in 
which the general manager 1s responsible tor the enter 
prise. and he +s under the direction of board of directors 
The second step us for qualified enterprise groups to 
publicly iwsue stocks to socrety mm accordance with rele 
vant state regulations. In China's specific circumstances 
most stocks are to be held by governments at different 
n ditterent localities. bv wholly or primarily 
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publicly owned legal enterprises, Dy Various social isus 
ance tunds. and by other publicly owned, iistitutional 
opal pera 1 hy proportion of ordinary jh cp rcvlaling 
hares will fot te bares Som enterprises May allow 
lorcwen hold shares Based on its strong 
MNVeStMment PesOurees, a BrOUp May control or told stocks 
belonging to member enterprises, and member enter 
prises May hold each other's stocks The third step wall 
wcur when the enterprise group's share holding system 
\ large-sized enterprise group will 
veccurities Market in the name of a holding 
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lhird, the cost otoverstocked, unsalable goods in inven 

lory Was greater than their selling price, implying large 

hidden losses. Of the 2S enterprises, 15 had more than 10 
iypes of products in inventory whose real costs were 
Higher than ther selling prices, implying hidden losses of 
1 7) illon yuan Some enterprises retused to dispose 
ofonventores tor tear of ive wiring losses 


hourth, when enterprises computed profits, they 
hluded only sales revenues and not sales costs. bor 
mstance. ow order to tullill the contract prot target thy 

mtractorotthe Heber Monosodium Cilutamate Factors 


di inted the tactory’s sales costs by 2.72 million yuan 
I hy ombined with the cost of scrapped materials and 
1 made a total hidden loss of 6.44 
Wilhon yuan, equivalent to 12 times its retained working 
pia 
bath) Poos> accounting, raw materials that were bought 
high prees were posted on the books at low prices 


(One tobacco factory mcurred accounts receivable worth 
isl millon vuan On the surface it a ved to gen 
rate large amounts of profits and taxes, ou ually it 
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Siath, sin ihere were no sources of tunds, bad debts 
ral loss the costs of establishing new enterprise 
branches, and the initial costs of putting new projects 
production remained on the books for a long tim 
hocomimng hidden losses. Of the 25 enterprises, |! had 
itis type of problem. carrying hidden losses totalling 
SS4 millon yuan. In addition, 19 of the 25 enterprises 
im detioits m ther employee wellare funds which 

lalled 16.94 millon vuan 


bactors Contributing to Hidden Losses 


birst. the enterprise responsibility systems and enter 
prise nmiract targets are not perfect. At present, enter 
prises’ contract targets are expressed mainly in terms of 


profits and taxes, and protits and taxes are tied to 
salaries. However, the targets for the working capital 
turnover rate and supplementary working capital, and 


guarantees that these wall be completed are not included 
niu ontracts. Therefore. in order to protect the 
benetit ! the enterprises and emplovees, enterprise 
vill try their utmost to protect profits. When 
! fulfill the profit target, some enterprises wall 
profits by disguising deficits and retaining 
Tih nt 
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The system uses the 49'Q vertical fourcylinder water 
cooled engine, which has a Maaimum power of 56 5 
kilowatts (approammately 77 horsepower) and a mar: 
imum ppm of 4600. To case starting in winter, i also has 
a cold start preheating plug 


The instrument panel is located in front of the driver and 
indicates water temperature, oil temperature. oil pres 
sure. and rpm Tt also has switches for large and small 
lights and various throttle controls. It is easy to operate 


The hydraule system 6 @ key part of the auaihary 
Propulsion system =| consists of five subsystems 


| Main drive system. Via an independent gear box. the 
engine drives two BPV-70 twoeway variable plunge 
pumps which, together with four wheel motors mounted 
on both the left and mght side stabilizing platforms, form 
a closed loop The quantity of oi] supplied by the plunge 
pump determines the rpm of the wheel motors The 
wheel motors are linked to the wheels, which enables the 
gun to move Via the manual servovalve’s control of the 
of flow in the hydraulic pump. the operator's speed 
control stick determines whether the gun moves forward 
or backward The driver can also select between a higher 
speed two-wheel drive of a Sower four-wheel drive 
depending on the terrain The structure of this device is 
wimple and compact. and it provides c cellent drive 
performance 


) Steering system Most steering systems in the auailiary 
propulsion systems used abroad are one of two types 
Cone type is a forward steering system in which the whee! 
providing the drive also provides the steering while the 
rear wheel spins freely The advantage of this type of 
system 6 thal it 1s very simple in structure, the disad- 
Vantage 1s that. on rough terrain at relatively high speeds 
it 18 NOt easy to steer the vehicle. The second type of 
system i @ fear steering system in which the driver 
controls the direction of the rear wheels. The structure of 
this type of system is comples, bul it 1s safe and reliable 
(hina uses the rear wheel steering system 


+ Travel/combat conversion system. This system cannot 
operate simultaneously with the main drive system 
After the gun has come to a stop, the manual sicering 
valve 1s operated and 1 directs the oi! from the variable 
plunge pump toward the primary and secondary trays 
The on! stself 1s supplied by oi! reservoirs on the nght and 
left sides in the rear of the frame When the engine is out 
of order. a hand pump can be used to carry out the 


conversion 


4 Braking system There are pneumatic brakes and 
hydraulic brakes) The braking system's fluid path 
includes a high-pressure energy accumulator. and the 
energy provided by this mechanism can be used to 
perform the braking action, so the brakes can be oper- 
ated even when the engine is not running. The switch 
between pneumatic and hydraulic power 1s performed by 
the braking system's central pump. When pneumatic or 
hydraulic pressure 1s delivered to the disc-brake piston 
the braking action takes place 
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5. Free wheel system. When the gun is to be towed, the 
Main drive system must be disconnected from the 
wheels When a certain amoun’ of pressure is applied to 
a control lever, this system's manually operated valve 
causes the wheel Motors plunge Piston to disengage from 
the wheel which then spins freely 


Ihe 146-mm Self-Propelled Gun-Howiteer and Its 
bire-€ ontros System 


The 155-mm self-propelled gun-howitzer and its fire 
control system were developed very recently by China 
The system consists of a self-propelled gun. an ammunr 
tron truck. a fire-control vehicle, and a forward deployed 
reconnaissance Vehicle This system employs advanced. 
well-coordinated techac'ogy UH performs every necessary 
function in a rehable — anner, and is On a par with 
advanced world standards 


The barrel is 45 calibers long. the inner and outer 
projectile paths are the same as those of the towed 
version, and tt can use NATO 15S-mm ammunition 
However, the structure of this gun has been changed 
vienificantly The breechblock has been changed from a 
threaded type to a horizontal wedge type A metal ring is 
used to block off the aw The elevator is operated 
hi draulically and the elevasor and equilibrator are com. 
bined It has a random-angle semi-automatic loading 
device Inside the totally enclosed welded turret is 
installed a fire-control computer, a gun-position indi. 
cator. a fully autometic arming device, an inertial com: 
pass. a satellite position finder receiver. an automatic 
fire-catinguishing system. an NBC [nuclear biological 
chemical] system. and a wire/wireless communications 
system The turret 1s relatively roomy. which makes it 
convenient for the crew to operate 


The self-propelled gun-howirtzer runs on tracks. its power 
plant 1s a $25-horsepower air-cooled turbocharged diese! 
engine it has a fixed-shaft mechanical twin-flow gear 
box 1s operated hydraulically. and has high strength 
torsion-bar suspension. which makes the gun highly 
mobile and comfortable for the crew 


The ammunition truck uses the same chase as the 
self-propelled gun It has a crew of four. the ammunition 
is kept behind the engine firewall, and it has a chain-type 
ammunition conveyor which supplies projectiles at a 
rate of six rounds per minute on a metal ramp. The 
vehicle carnes 110 rounds 





Specifications of the 15S-mm Self-Propelled 
Cun-Howiteer 

Total combat weight T 1) tom 
ire 7 ‘ 
Travel combat converwon tithe T | minute 
Flies ation deprewon —_ 1 272 © -% degrers 
Traverwe 7 T Vet) degrees 
Masimum firing tate a T ; 4s rds min 
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= Perhaps people may remember the heron demeanor 

— > —_ Self-Propelled displayed by our Army's Strategic Missile Force in their 

Gun-Howiteer (Continued) first public appearance at the troop review held in front 

Ausihany armame one 12 Samm AA of Tiananmen Square for the Vth National Day celebra- 

Masimtum travel speed wi bm he ton 

travian range 450 km People will then find it hard to believe that, at that time, 

— 62.5 percent the logistical support system for this grand military and 

= : national modernized force was relatively backward and 

Vertic el coteetan te 0 7 meters to a gfeat degree unadapted to modern weapons and 
Trench 2 * meter equipment 

Fording depth t _ 1.2 meters Faced vith this disparity, the Second Artillery Logistics 

Cirownd learance 045 meters party committee became intensely conscious of the 





The fire-control vehicle is the core of the entire weapons 
system Its main task is to receive information from the 
forward deployed reconnaissance vehicle. including 
target location and calls for fire It then distributes fire 
according to instructions from superiors, meteorological 
data. and various computer calculations Both the fire: 
control vehicle and the forward deployed reconnaissance 
vehicle are modified versions of armored transport vehi: 
cles 


Inside each fire-control vehicle is a battalion (company) 
fire-control computer. a firing-parameter display. a 
printer, and communications equipment The fire- 
control computer can calculate the various firing coor: 
dinates and adjustment parameters. use a wire of wire- 
less system to transmit data or voice messages to forward 
deployed reconnaissance vehicles. command vehicles. 
self-propelled guns. and meteorological stations. and it 
can save or record orders to fire as well as the position 
coordinates of reconnaissance vehicles. self-propelled 
guns of targets 


The main task of the forward deployed reconnaissance 
vehicle 1s to determine the position coordinates of tar- 
ects. observe where fire falls. give damage assessments 
and report this information to the command vehicle 


The reconnaissance vehicle has a laser rangefinder (with 
a range of 150 to 10,000 meters and an accuracy of plus 
or minus five meters), a satellite position finder 
receiving device. a computer. and a radio (communica: 
tions radius of 35 km or greater) 


This system's fire-control vehicle and reconnaissance 
vehicle can also be used with other types of | 55-mm 
gun-howitzers to form new combat systems 


2d Artillery Logistics Technical Modernization 


YIPI01294 Beying HEFANGIUN BAO in Chinese 
2° Feb, 1,6. 11 Mar 


[Article by Zhang Jiajgun (1728 136° 6511) and Zhu 
Jianmin (2612 1017 3046) “Disiance To Go Is 


Decreased by Struggle”’] 


{27 Feb 91 p 2} 
[Text] Partl 


urgent situation and heavy responsibility 


When all is said and done. the era of reform has instilled 
courage and resourcefulness in people After deep inves: 
tigation and repeated demonstration. they finally came 
to invoke strong words for our age 


“Scrence and technology awakens logistics. “modernize 
science and technology * 


Having a goal means having resolution, having resolu- 
tion means having a method 


The scrence and technology system is not on track. This 
is a thorny problem. But even if it becomes more 
difficult | must still be corrected because it is the key to 
the success or failure of “science and technology awakens 
logistics. “Therefore, a “Reform of the Science and 
Technology System” feasibility study report was passed 
after full review and consultation with specialists At a 
Second Artillery scrence and technology conference in 
late 1985 the leadership formally announced the 
Second Artillery Logistics science and technology work 
which had been administered by the Technical Arma- 
ments Bureau in the past would now be administered by 
the Logistics Department 


A science and technology system has been formed, but 
the organization cannot be enla . what should be 
done” “Internal restructuring The Logistics Com- 
mand, known externally as the Science and Technology 
Training Office. took overall responsibility for the 
Second Artilery’s science and technology work Logis- 
tics departments at all levels established science and 
technology leadership groups. and divided the work of 
special administration of science and technology among 
each leader and comrade At the same time. the Second 
Artillery Logistics Department established a science and 
technology learning committec 


What 1s to be done about the lack of personne! skilled in 
science and technology administration work” “Crash 
training.” Forty cadres in charge of logistics scrence and 
technology work came from different units assembled in 
Beijing to hear lectures by the country’s and Army's 
topnotch specialists and professors 


Where will the funds for scientific research come from” 
One morning the entire science and technology equip- 
ment office of the General Logistics Department heard a 
report by comrades from the related offices in the 
Second Artillery Logistics Department. All the leaders 
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and comrades were quite taken with and infected by the 
report, Thereafter, the channels for scientific research 
funds were opened, and for that year the Second Artillery 
Logistics received $00,000 yuan in funds 


The Second Artillery Logistics Department does not 
have a research center, so where will the skilled per: 
sonnel come from” Relying on the strength of the masses, 
they are instituting “open-door management of scientific 
research.” Uniquely attractive and inspiring policies and 
measures have subsequently appeared 


This set of changes ensued so rapidly, with such depth 
and impact that it seemed the Second Artillery which 
had been silent for so many years had suddenly been 
infused with vitality After passing through slow and 
hesitant times, our Army's Strategic Missile Force's 
Logistics finally opened its wings in an awe-inspiring 
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[Text] Part H 


The two major problems that have been encountered 
during the Second Artillery Logistic’s strengthening of 
modernization construction are limited funds and a 
shortage of technicians. In light of this situation, the 
Second Artillery Logistics has followed a path of relying 
on the masses to carry out scientific research 


During a five-year period, the Second Artillery Logistics 
system has achieved various scientific and technological 
results in more than 600 projects: Among these projects. 
142 have won state and military scientific and techno- 
logical progress awards, four have won state invention 
awards, 12 have been awarded state patents. and 32 
different projects have participated and won awards at 
exhibitions both in China and abroad that feature signif- 
icant scientific and technological achievements 


During this five-year period, $1 percent of all cadres in 
organs of the Second Artillery Logistics Department 
engaged in scientific research and |7 cadres were 
awarded certificates for achievements in scientific 
research The number of sections and offices engaged in 
screntific research represents 64 percent of all sections 
and offices in the logistics department. and of these. nine 
achieved significant scientific and technological results 


in two projects 


How did the Second Artillery Logistics Department 
mobilize the masses to engage in scientific research” A 
strong sense of responsibility acted as a catalyst for their 
enthusiasm and energy By using various methods. they 
conducted education on modernizing logistics 
throughout the logistics system in a big way and aroused 
everybody's willingness to participate They carned out 
an extensive campaign of soliciting topics which quickly 
attracted the attention of several thousand people from 
departmental organs and units 
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Near the end of November 1990. several successive days 
of strong winds in Beying caused the people to complain 


One night about 0100 of 0200, a middie man 
carrying a pile of materials in his arme t through 
the prercing cold wind towards the Artillery's 


dependent compound. His name was Chen Chuanyu 
[71150278 3768), chief of the Second Artillery Logistic’s 
ordnance section This section, that has an authorized 
sirength of only three people, besides performing the 
functions of safeguarding and managing the ordnance for 
the Second Artillery Corps, also concerted its efforts and 
achieved results in scientific research in the following 
three projects maintenance and repair bluing vehicles, 
third-generation constant-temperature blackening liq 
wids, and software for ordnance work 1 sys 
tems. Chen Chuanyu is also the head the newly 
established Second Artillery Metal Surface Treatment 
Technology Research Institute: For several years he 
worked virtually day and night: When some cadres asked 
why he put himself through this, Chen replied, “If we do 
not work this way, how can we expect modernization to 
be carried forward” 


One day in May 1988, a nurse quietly opened a door in 
a ward of People’s Liberation Army Hospital 104. Chang 
Liangca: [1683 $328 2088), an aide in the Drug Inspec: 
von Section of the Second Artillery Medical Department 
walked to the front of a bed and said in an emotional 
voice, “Section leader, | have brought you the scientific 
and technological achievement certificate awarded for 
the radiation protection and monitoring vehicle ~ The 
seriously ill person laying in the bed was Li Hongshi 
[2621 3163 4258), section leader of the Second Artillery 
Medical Department's Drug Inspection Section. He took 
the certificate. looked it over, and murmured. “I have 
finally seen ut, when | recover there are still several 
scientific research projects | want to work on “In putting 
full effort into this project. Li Hongshi encountered 
many difficulties and suffered many hardships In 1987. 
Li was diagnosed as having lung cancer just as headway 
was being made on the major problems of the radiation 
protection and monitoring vehicle He concealed his 
medical condition and continued to work He did not 
admit himself into a hospital until it was impossible for 
him to continue working Not long after receiving the 
award certificate. Li Hongshi passed away 


There are many other comrades like Li Hongshi, such as 
Wang Yanjie [3769 1693 2638), head of a certain envi- 
ronmental inspection institute of the Second Artillery. 
who sacrificed his life for scientific research at the carly 
age of 43. This vital new scientific and technological 
force of the masses is painting a rosy picture for the 
modernization construction of the Second Artillery 
Logistics 
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Modernizing logistics undoubtedly requires personne! 
skilled in high technology. However, since the Second 
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Artillery Logistics Department does not have its own 
research center and doesn't even have high-tech per 
wo vel, what can be done’ 


The answer from the Second Artillery istics Depart 
ment i that we don't have personnel shilled in high 
technology, but the Army as a whole does, and society 
does In our screntific research activities, we Must open 
up doors in all directions and institute open-door man. 
agement of scientific research 


Thereupon, near the end of 1987, an open call for bids on 
4 group of key fesearch task projects went out from 
Heying's Second Artillery Logistics Department to the 
whole Army and society. sounding the first volley in 
open management of scientific research The results were 
extremely good. More than $0 research units and several 
hundred scientific research personne! responded cagerly 
to the bids. A group of the most pressing key scientific 
research task projects quickly found homes 


Success 1s the greatest inspiration. They again actively 
explored new avenues in open-door management of 
scientific research 


While giving play to the role of different professional 
departments, delegating authority to professional 
departments, allowing the professional departments to 
propose scientific research topics, and searching out 
screntific research units or cooperative research units. 
the research administrative department itself is respon. 
sible only for verifying scientific research projects. 
checking results, and arouwng the scientific research 
initiative of the professional departments The bids are 
very flexible. As soon as the policy was announced. in a 
bustle. different departments mobilized and the admin- 
istrative departments became very busy places For 
cxample. the propellant waste-treatment vehicle was 
successfully developed through a cooperative effort in 
which the Second Artillery ics Department's Eny:- 
ronmental Protection and A tion Office took the 
lead. the Second Artillery Engineering Design Research 
Institute played the principle role. and the Research 
Institute of the Chinese Academy of Medica: Sciences 
Institute of Hygiene, Qinghua University. the Environ. 
mental Chemistry Research Institute of the Academ) of 
Scrences, and 10 other research units played a part Ata 
screntific technical products appraisal and cxamination 
meeting one specialist said “The Second Artillery was 
able to capture a group of key scientific research projects 
on leading domestic and international technologies 
because they were adept in building contacts with spe- 
cialived research units and noted specialists and profes- 
sors, obtaining these people's participation in their sci. 
entific research activities.” 


Being adept in making contacts and winning over noted 
specialists and professors to join their own research 
group has been their successful experience The “in situ 
hydraulic pressure systems test instrument newly devel: 
oped by the Ordnance and Mechanics Bureau shook up 
a world-renowned hydraulics technology research unit 
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\i the request of the State Agricultural Mechanics 
Research Institute the Beying Mydraulics Institute and 
other research units. and under the specific guidance of 
Chinas famous hydraulics specialists, Profesor Zhu 
Niaoy) (2612 2400 WOLS) and Vi Ninqian [2496 2450 
QOS) ). (his instrument was successfully i dood using 
ihe hewest hydraulic systems technology in the world 
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The effect upon screntific research of the promotion and 
application of screntific and technological products is 
often overlooked by people, to the point that the 38 
nomenon of “first developing. second exhibiting. third 
pulling into storage 1s sometimes heard of 


In the process of modernization through science and 
technology. the Second Artillery’s Logistics Department 
has emphasized the “welding together” of research and 
application. causing more than 80 percent of technolog: 
ical achievements to be quickly transformed into combat 
power and productive power 


Five years ago. when scientific research was first begin- 
ning. Second Artillery Logistics Department already was 
stressing the integration of research and application 


It started out by providing strong support for iva. 
tion management. and policy It established the 
Artillery Technical Development Office lt required 
implementation of the two linkups. incorporatikng the 
concept that research plans must take into account 
promotion and application It implemented the linking 
departments administering research plans and end-user 
departments. and the linking of research units and user 
units All topics without obvious end-user units and 
promotional ideas or those projects that had already 
scored achievements but had no promotional applica- 
Lion prospects were uniformly removed from the plans. 
were not funded. and did not receive awards 


Second Artillery Logistics research projects can be 
divided into two large categories specialized equipment 
for logistical support and military-civilian general use 
projects The Second Artillery Logistics Depariment has 
different means and measures of promotion for the two 
different types of projects 


in regard to payoffs from new technology and equip- 
ment. tt adopted effective means in actively striving for 
adoption for use. for expanding the scope of exper:men- 
tation. and for direct promotion by the appropriate 
department This resulted in the successes of the exper- 
iments being rapidly transformed into combat power In 
five years. 19 mayor categories of products and more 
than 40 items entered into the Army's logistical equip- 
ment system. The 12.000 new pieces of equipment 
promoted in the Army tly enhanced military effi- 
crency and economic vency The Second Artillery 
Logistics Department's level of modernization was con- 
stantlh improved 
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With fespect to promotion of military-civilian general 
purpose products, they placed the emphasis on 
exploring technology markets and promoting the com: 
mercialization of technological gains Technological 
gains in the form of products enter the market. breaking 
through the stale situation of relying solely on adminis 
trative means to ¢ technological results. and thus 
enhancing the - of application Indeed, based on 
this understanding. their technology market manage: 
ment network has grown and thei avenues for pro- 
moting technology have widened In November 1987, 
the First International Exhibit of Military Logistical 


Equipment and Technology was held in the Being 
Exhibition Hall Among the more than 2.000 articles 
displayed by 1.4) exhibitors from countries all over the 
world, the Second Artillery Logistics’ ‘propellant waste 
“fadiation sample monitoring 


treatment vehicle.” 
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vehicle for health protection,” “WD-10 polluted water 
treatment device.” and 20 other exhibits caught people's 
attention and attracted buyers from many countries In 
recent years, oe domestic and international mar: 
kets. they have actively participated in technological and 
new product exhibits and exchange activities Eight of 
their new products received gold and silver awards at 
large-scale exhibits internationally and at home, bringing 
along visible economic benefits 


As we were concluding our report on our visit to this 
group. the chief of the Artillery Logistics Depart: 
ment, Guo Qingfu (6753 1987 1481), said, “In the 
pursuit of military modernization. our ship of tech. 
nology has only just set sail. Vet there is one thing for 
sure—we have proceeded correctly by taking the path to 
modernization through technology ~ 
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CENTRAL-SOUTH REGION 


Interview with Hubei Governor, Guo Shuyan 
VIC MOIS 4 Hone Kong AL ANG CUO CHING 
(WIDE ANGLE] in Chinese No 2220. 16 Mar 9! 
pp is-44 


Article by Chang Mua (4545 5478) “Hong Kong Invites 
isttor To Strengthen Huber Hong Kong Cooperation | 


Test] Hubei Governor Leads Delegation on Visit To 
hong, First Time In History for Hubei 


In March 1991. Huber governor, Guo Shuyan [6753 
2885 6056). personally led an economic delegation on a 
visit to Hong Kong. This is the first time in the history of 
Hubei Ten months after assuming the governorship of 
Hubei, Guo Shuyan selected Hong Kong for his first 
visit, indicating that Guo Shuyan and Huber Province 
attach a great deal of importance to Hubei-Hong Kong 


cooperation 


What is surprising 1s that. on the second day of his Hong 
Kong visit, § March 1991. Hong Kong governor, Sir 
Wilson took the muitiative to invite Guo Shuyan to the 
Hong Kong governor's mansion as a guest and talked 
freely of Huber-Hong Kong cooperation 


On the afternoon of the third day of the lunar year. Guo 
Shuyan received this reporter for a special interview 


Hong Kong Occupies An Important Place in Hubei's 
Opening to the Outside 


Guo Shuyan said that Hube: and Hong Kong have a long 
tradition of association Working to develop and capand 
bilateral cooperation is an important goal of his delega- 
tion's visit to Hong Kong and a focal point for future 
expanded Hubei opening to the outside Hong Kong 1s 
an international financial. trade. and information center 
It has a clear superiority in a number of areas. including 
finance. trade. industry tourism. communications and 
transportation. and information talent But Hube: also 
has its strong points Improved bilateral cooperation 
between Hubei and Hong Kong and learning from onc 
another's strong points to offset weakness will not only 
aid Hubei's development. but also will help Hong Kong 
to prosper 


Hong Kong Is Hubei's Greatest ( cooperative Partner 


Guo Shuyan said that the Hong Kong-Macao region has 
all along been Hubes's greatest cooperative partner in its 
contacts with the outside Hong Kong and Macao inves- 
tors make up 75 percent of the investments in the over 
280 “partially or wholly foreign-owned” enterprises 
Forty percent of the total $1.07 billion in export trade 
was directed to the Hong Kong-Macao market or tran- 
sited through Hong Kong. higher than the national 
average ratio 
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Guo indicated that the highly effective cooperation 
between Huber and Hong Kong has given important 
impetus to Hubei's economin development 


Hubei's Opening to the Outside Has Developed Greatly 


When talking about the actual achievements of Hubei 
opening to the outside, Guo Shuyan said that Huber 
presently has initiated economic, technological, and 
trade contacts with over 120 countries and regions 
Hube: Province and eleven counties and cities in the 
province also have established friendship relations and 
economic and technological cooperation relations with 
26 states. cities, and regions in ten countries, including 
the United States, Japan. Britain, France. the Soviet 
Union, and Romania In 1990. total trading port exports 
for Hubei were $1.07 billion, a 673 percent increase over 
1978. various forms of actual foreign investment con- 
tract utilization amounted to $467 millon. and over 90 
new “partially or wholly foreign-owned” enterprises 
were added, for a total of over 280. In addition, a batch 
of advanced technology and equipment projects was 
introduced 


Hubei'’s Prospects for Opening to the Outside in the 
1990's Are Even Broader 


When talking about ——— in the plan for the 
neat 10 years and in the Eighth Five-Year Plan, Guo 
Shuyan said that Huber will concentrate mayor effort of 
its economic development on developing and improving 
agriculture and give priority to building infrastructure in 
such areas as energy. transportation. and communica- 
tions. and improve industry based on raw and processed 
materials and reorganize and reform the processing 
industry Huber has planned 77 billlon renminbi in local 
investment for the Exghth Five-Year Plan. much higher 
than the average for the Sixth Five-Year Plan and the 
Seventh Five-Year Plan. and a considerable portion will 
be used for projects established with foreign capital, A 
total of $1.77 billion in foreign capital will be used. 


Hubei, as an old industrial base, has 66! large- and 
medium-sized key industries. including the Wuhan 
Steelmill, the Second Automobile Factory. and the 
Gezhou Dam water control project. forming a total 
industrial production system with the main categories of 
metallurgy. machinery. electronics. electric power, 
chemical industry. light industry and textiles, construc- 
tron materials auiomobiles and shipbuilding. a rather 
large accumulation of assets. and a great many transfor- 
Mation projects 


Foreign Investors Have a Great Many Projects lo Choose 
From in Hubei 


Guo Shuyan indicated that in the neat few years they will 
strive to make outstanding progress in using foreign 
investment to accelerate key devclopment The province 
not long ago selected over 70 projects that are rather 
mature in several aspects and give a good return on 
investments to publicize in Hong Kong newspapers. This 
group of projects 1s made up mainly of projects including 
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the restructuring of the Wuhan Steelm. ll with an annual 
production of 7 million tons in both ivon and steel, 
expansion of the Jingmen 400,000 ton molten waa 
decomposition and follow-on processing industry, the 
Vichang polyester chipper [factory], and the Muaain 
cement factory, expansion of the | 5 million tubeless tire 
Wurian tire [factory] and the Vichang fiber glass factory, 
the Huanggang floating glass factory and some 19 
projects to equip 400,000 automobiles 


Giuo Shuyan said that there are very broad areas in 
Hube: suitable for Hong Kong. Macao, and Taiwan 
investors In addition to the key projects already publi- 
cived in Hong Kong described above, investors also 
could select projects that suit them from numerous areas 
such as developing tourism resources and developing an 
infrastructure in communications, energy, and telecom- 
munications, in such tertiary industries as commerce 
and consultation, and in such industries as machinery, 
metallurgy. construction materials, automobiies, elec- 
tronics, chemical incustry, medicine, textiles, printing 
and dyeing. clothing, and light industry 


CGivo Shuyan said that the composition and form of the 
foreign investment could be abor intensive or techno- 
logically intensive. They can) “three kinds of partially 
or wholly foreign-owned” enterprises of “import pro- 
cessing and compensation trade” projects. In external 
trade. we welcome the firm to do business directly and 
also hope that the firm will serve as a middleman to 
provide information and professional contacts and help 
the province develop overseas markets Investors’ and 
brokers’ legal rights and interests will be fully protected 
in accordance with international practice and national 
laws 


Investors Can Seek a Profit 


When discussing whether investors could or could not 
make a profit. Guo Shuyan said that 70 percent of the 
“three kinds of partially or wholly foreign-owned” enter- 
prises already approved were achieving satisfactory eco- 
nomic benefits According to statistics, the value of 
output and foreign exchange carned by “three kinds of 
partially or wholly foreign-owned” enterprises in opera- 
tion in 1990 on average increased 43 percent and 39.6 
percent. respectively. over the previous year. and some 
of the enterprises led the nation in their industry 


(suo Shuyan stated that Hubei has such advantages as 
grains. foods. high-quality textile cotton. petroleum. 
iron. copper, phosphorus, gypsum, and rock salt 
deposits. and high-quality paint and cement resources. It 
1s crossed from north to south by the Beying-Guangzhou 
and the Jiaozuo-Zhicheng railroad lines and cast to west 
by the Xiangfan-Chongging. Han-Dan. Dazhi-Shashi. 
and Wuhan-Dazhi railroad lines The entire province 
has a network of 45.000 kilometers of public highways. 
The Changjiang and the Han River provide water trans- 
port to the sea. There are air connections with all of the 
important cities in the country and Hong Kong. Hubei is 
technologically and culturally developed and is favored 
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with 63 institutes of higher education and over 400 
scientific research institutes and 340,000 screniitic 
researchers, educators, and other talented people with 
every type of scientific and technologynal ability Ht also 
has the advantages of a high-quality labor force and 
cheap prices. So, a number of raw and processed mate 
rials can be supplied and processed on the spot Several 
technical problems can be solved on the spot and the 
labor force can be hired very cheaply on the spot When 
businesses come to Hubei to invest, they benefit from 
comprehensive accounting and can achieve rather good 
economic benefits 


Hubei Guarantees Foreign Business Profits 


In talking about the investment environment, Guo 
Shuyan stated that we should say that Huber's soft and 
hard foreign investment environments have improved 
rather greatly in recent years In the hard environment. 
71 counties and cities throughout the province have 
opened up direct dial telephone [lines} and have speeded 
up construction of the Wuhan International Airport. the 
Wuhan-Huangsh: Changjiang highway bridge. and the 
Qing ang hydroelectric power station. as well as 
the Hanchuan. Yangluo. and Evhou coal-fucled power 
stations, and are striving to open the Changjnang navi- 
gational channel and Hankou port to foreign ships soon 
In the soft environment, they have further improved the 
people's open-mindedness. especially that of officials at 
every level throughout the province The provincial 
government is conducting training of the principal local. 
city, and prefectural leaders and people in charge of 
departments directly subordinate to the province to 
broaden their views and their thinking 


The Hubei provincial government. to further improve 
the preferential policy toward investors. in 1990 con- 
ducted a survey of all of the over 180 “partially or wholly 
foreign-owned” enterprises to solicit their opinions. and 
on the basis of this. reformulated and reissued “Some 
Hube: Regulations on Enterprises With Investments 
From Foreign Businesses and Overseas Chinese and 
Compatriots From Hong Kong. Macao. and Taiwan ~ 
These regulations, with a total of 80 articles. totally sum 
up current investment policy and have the following 
three characteristics’ They simplify vertical approval 
procedures for “three kinds of partially or wholly for- 
cign-owned” enterprises. conduct concentrated discus- 
sions with leading groups in the province using foreign 
investment, and once approved. centralize the signing 
They broadened the policy on investors on site user fees 
and reduced or eliminated local income tax They have 
adopted new measures that are more convenient for the 
“three kinds of partially or wholly foreign-owned enter- 
prises in recruiting. hiring. and firing employees and 
help to improve management of the staff and workers on 
the premise of completely guaranteeing the independent 
authority of the enterprise 


In addition, they are concentrating efforts on initial work 
on the first group of economic development zones The 
state has approved the establishment of a new national 
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technology development zone in Wuhan In 1990 the 
province also established an economic and technological 
development zone at Ezhou Gedian fron local invest: 
ment, benefitting from the province's preferential policy 
At the same time, because an agreement was formally 
signed by the Hube: Second Automobile Factory and the 
French Citroen Company for a 300,000 automobile 
project, the provincial government has requested that 
the State Council establish automobile production devel- 
opment zones at the Hanyang Dunkou automobile 
assembly site and the Niangfan engine production site 
and 1s requesting comparable preferential policy for the 
special economic zones and the coastal development 
vones 


Hubei This Year Has Six Major External Activities 


According to plan, ‘his year Huber has sia major external 
activities 


|. Hube: governor, Guo Shuyan, 1s leading a delegation 
to Hong Kong in March 


2 Within the year, they will hold large-scale import- 
export trade talks in the capital, Wuhan 


3 On 10 October, they will hold commemoration activ. 
ities for the 80th anniversary of the 1911 Revolution at 
Wuchang, the site of the first uprising of the 191! 
Revolution 


4 In the latter hall of the year, they will hold the Wudang 
Arts Festival at the automobile city, Shiyan. at the foot 
of Mount Wudang 


§. In the Fall, they will hold the International Ping Pong 
Festival at Huangshi. the site of the national ping pong 
training center 


6 On 26 April, they will conduct activities at Suizhou 
the native place of the martyr Shan Yandi [1472 3508 
1593) Over 400 overseas Chinese from North America 
and elsewhere will be returning home to perform rites in 
honor of their ancestors. 


Guo Shuyan welcomes people from Hong Kong. Macao. 
and Taiwan. and overseas Chinese compatriots to visit 
Hubei on this occasion and join in these activities 


Born in Zhenping. Henan and the Orphan of a ‘lartyr 


Guo Shuyan was born in Zhenping County. Henan in 
October 1935. He is now 56 years old 


When Guo Shuyan was cight years old, his mother 
contracted tuberculosis and died. His father. Guo Xiang- 
sheng [6753 1651 3932], in ecarher years had graduated 
from the Henan Arts Normal School and was skilled in 
instrumental music, chess. calligraphy. and painting 
Later he joined the underground Communist Party and 
was an instructor in the Kuomintang armed forces In 
1941. after the Wannan [4111 0589. Southern Anhui] 
Incident. he joined the New Fourth Army and assumed 
the office of deputy trade bureau chief for the Edong 
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[6759 2649. Eastern Hubei] Military District, Later, 
under the leadership of Lin Zihou [0491 1411 0624), he 
was appointed Chinese Communist Party secretary for 
Yuanan Center County. In May 1947, he was betrayed 
by a traitor and was arrested and imprisoned in the 
Zhenping jail But he remained tanthtful and unyielding 
In November of that year, as the rumble of artillery fire 
from Chen Sar's (7115 6357] army's liberation of Zhen- 
ping spread, the Kuomintang hanged Guo Niangsheng 
with a rope and smashed his skull with a pickaxe Thus 
CGiuo Shuyan’s father died a hero's death, Three days 
later. Guo Shuyan found his father’s remains and in his 
pocket he discovered a two-stanza poem, entitled “Ni 
Gan Shi Yan" [2462 1949 2514 6056) that his father had 
written on thin paper, Guo treasures it to this day and 
from time to time takes encouragement from it After his 
father was martyred, Guo Shuyan became an orphan and 
was cared for and ranwed by the Chinese Communist 
organization 


An Overseas Student in the Soviet Union, He Had Two 
Inventions Patented that Spread Throughout the Soviet 
( nion 


In 1952. Guo Shuyan passed the examination for admis- 
sion to Nanka: University’s physics department. In July 
1953. he also was selected to be sent to Beying to study 
in the special Russian language training school in prep- 
aration for studying in the Soviet Union. In July 1954, 
Guo Shuyan went to the Soviet Union to study metal 
casting at the Soviet Ural Industrial Institute. While he 
was studying in the Soviet Union, Guo Shuyan studied 
energetically and received patents for two inventions, 
the automatic measuring sand and water separater and 
the molding sand fuel dipper automatic distribution 
system. They were widely used in the Soviet Union and 
from this Guo acquired the title “master casting engi- 
neer In September 1959. Guo Shuyan had attained the 
outstanding achievement of a full five in all of his 
assignments leading to a red diploma. symbolic of total 
excellence in his studies 


In March 1957. Guo Shuyan jomed the Chinese Com- 
munist Party 


Worked Fight Vears in Shenyang. Established a Family 
in the Northeast 


In the latter half of 1959. Guo Shuyan returned home to 
work at the Shenyang Casting Research Institute of the 
Mechanical Science Research Institute of the State 
Council's First Ministry of Machinebuilding. He worked 
there 18 vears 


Guo Shuyan was department head and vice president at 
the Shenyang Casting Research Institute. This 1s where 
he began working when he returned home and where he 
married and established a family. and afterwards it was 
here that he was gradually promoted [1 also was here 
that he suffered during the “Cultural Revolution ~ 
Thanks to the fact that at that time they were empha- 
sizing “good class background” and he was the descen- 
dent of a martyr. he was released after one year 
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Came To Beijing In 1978 as Chief Engineer 


In April 1978, Guo Shuyan was transferred to Beying as 
chief engineer and vice president of the Chinese 
Academy of Science High Energy Physics Research Inst 
jute in charge of the Beying High Energy Proton Syn- 
chronized Accelerator Testing Center. In 1982 the center 
was converted to make positive and negative electronic 
colliders. Guo Shuyan then was transferred to the Chi 
nese Academy of Science and put in charge of the science 
department In July 1982, Guo was promoted to vice 
chief of the National Science Commission Forecasting 
Bureau Beginning in January 1983, he was appointed 
deputy head of the State Council's science and tech- 
nology leading group office 


Appointed Vice Chairman of National Science Commis: 
sion in 1985, Initiated New Law To Aid Poor Areas 
Extended Throughout Nation 


In the few years after Guo Shuyan came to Being to 
work, his show of talent was appreciated and he received 
successive promotions. In January 1985, he was pro- 
moted to vice chairman of the National Science Com- 
mission and achieved notariety in Chinese science and 
technology circles 


While he was on the National Scrence Commission, Guo 
Shuyan helped Chairman Song Jian [1345 0256) take 
charge of the reform of the science and technology 
system and scientific and technological support to the 
poor. He trekked all over several poor old revolutionary 
areas such as Dabie Shan, Jinggang Shan. and Yan‘an. In 
the five years that he worked on support to poor areas, 
he. along with his colleagues on the National Science 
Commission. came up with a new law to support poor 
areas that developed mainstay regional industries and 
fundamentally changed the face of poor areas 


Flected Hubei Governor in 1990 


In March 1990, after Guo Zhen’gan [6783 2182 0051] 
the former governor of Hubei Province. was transferred 
to the Chinese People’s Bank as vice president, Guo 
Shuyan became acting governor of Huber Province. On 4 
May 1990. at the Third Session of the Seventh Hubei 
Provincial People’s Congress Guo Shu an was formally 
elected governor of Hube: Province with 782 votes for. 
iwo votes against and three abstensions. In the Chinese 
( ommunist Party, he also was appornted depuls secre- 
tary of the provincial commuttec, and assumed the heavy 
responsibility of leading Mube:. this central mainland 
province of Sin hon people 


; 


In March !¥91. he was chosen as a deputy to the 
National People's Congress in a by-clection 


In 10 Months in Office He Traveled Throughout Hubei 


He believes that being governor i 1s crucial to thor- 
oughly investigate and study in a down to earth manner 
and formulate an economic development plan that suits 
Huber's actual situation Although Guo had only been in 
office 10 months, he had already run to all of the 
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localities, cities, and prefectures except Jingmen and 
over ¥) counties to understand how policy was being 
implemented and the economy was developing He solic: 
ited opinions and tions from the masses and from 
leaders at every level, especially intellectuals, eaperts. 
and scholars, about provincial economic developments 
Guo and his colleagues integrated the national industrial 
policy with the province's actual situation, and begin- 
ning with making full use of excellence. they established 
and conducted “a long line’ of economic and technolog- 
ical developments to readjust and perfect the industrial 
structure and promote professional and technological 
reform and development, and repeatedly tested them 


10 Departments and Bureaus Write to the Provincial 
Government About Their Inspections 


At the end of 1990, Guo Shuyan represented the Hube: 
provincial government in assigning duties to rectify 
unhealthy tendencies and stipulated that all departments 
and bureaus directly subordinate to the province report 
on the time limits of their rectification plan. But 10 
bureaus did not report on time. So. Guo Shuyan issued a 
circular criticism at the provincial organization cadre 
meeting. As a result. these 10 departments and bureaus 
all wrote to the provincial government about their 
inspections. One department convened six conferences. 
gave out gifts. and ate and drank on a grand scale After 
Guo Shuyan found out, he immediately asked the con- 
trol department to investigate and ordered the recipients 
of the gifts to return the money and circulated a notice to 
the whole province. Some local municipal departments 
resold state allocated snail fever medicine. seck ng cxor- 
bitant profits, and built houses. Guo Shuyan dealt with it 
severely To have strict administration. Guo Shuyan 
personally took charge of control department work. In 
1990 alone. 3.216 people throughout the province 
received government discipline. 134 of them officials at 
the section level and higher 


Guo Shuyan said hat his mgorous demands on cadres 
actually were an expression of his responsibility to the 
people. Naturally, he asks people to unite with and care 
for those cadres who recognize their mistakes and correct 
them quickly 


When Guo Shuvan talks about the lives of the masses in 
Hube: and about the §.000 people throughout Hube: 
who still suffer from the advanced stages of snail fever 
he feels extremely bad. He has gone to areas such as 
Qianjiang and Yangxin where there is a serious epidemic 
of snail fever and visited a number of people in the 
advanced stages. Giving emergency treatment to these 
people in the advanced stages 1s his responsibility To 
cure one person in the advanced stages required at least 
§,000 renminbi. It could not be gotten in the province in 
a short while Guo Shuyan discussed with relevant 
departments how it could be done and decided to 
establish an emergency fund for people in the advanced 
stages of snail fever and took the lead in contributing one 
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month's salary, At the same time, the province's snail 
lever prevention funds were restored to the highest level 
in history 


Old Peasants Recognize Governor Guo 


Guo Shuyan said that it is very dangerous for a leading 
cadre to divorce himself from the masses. He told this 
reporter that everyday he receives 120 letters. Once 
when he was inspecting Yunyang in western Hubei, Guo 
went to a peasant house deep in the mountains. He saw 
that the three children in this family did not go to school 
When he asked, it turned out that the school fees were 
high and they could not get tuition. The school required 
each child to give three bamboo brooms a week. As a 
result. the bamboo grove behind the house was com- 
pletely cut down, Guo Shuyan asked the Yunyang dis- 
trict party secretary, Wang Qigang [3769 0796 0474), to 
take care of this matter and resolve the various issues 
involved) Later, after Wang Qigang had solved this 
matter, he wrote a special report 


University Students Want To Chat With the Governor 


Guo Shuyan has not worked long in Hubei, but he does 
not engage in empty talk and 1s amiable. So, a great many 
people want to write him letters to make the situation 
known and provide him with ideas and suggestions on 
devcloping the Hubei economy. He also answers letters 
as much as he can and does his best to satisfy their 
reasonable requests. In October 1990, 13 university 
students from Huazhong Engineering School wrote Guo 
Shuyan a letter and wanted to talk with him about 
motivation for study and life's values. Guo Shuyan 
immediately rephed In the discussion he talked about 
his intentions, motivations, and way of thinking about 
study when he was a university student. Guo did not 
brag. make small talk, or engage in empty talk The 
students had a pretty good impression of him 


In November 1990, a chief engineer from a prospecting 
brigade of the Hube: Provincial Mining Bureau wrote 
Guo a letter informing him of their difficult life and 
arduous work, working in the outdoors year around and 
difficulty being reunited with their families. This chief 
engineer said, “We do not want you to help us solve any 
hardships. We just hope that you will come and visit us 
and give us encouragement ~ When Guo Shuyan talked 
about this matter he was very agitated. He said, “Our 
intellectuals and engineers and technical personne’ are 
really very good. After I received the letter, | first sent a 
section chief to solve their specific problems.” After the 
section chief understood [the situation], he briefed Guo 
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Guo Shuyan appropriated $00,000 [renminti) from the 
governors discretionary fund to solve their difiiculties 
Guo Shuyan said, “You have to be realistic in handling 
affairs, You cannot solve all problems. What use is tt to 
run around making empty pronouncements 


Guo Shuyan Likes Music and Swimming 


When you walk into Guo Shuyan’s residence, the vase on 
the round table in the parlor has a bouquet of green- 
leaved, golden-flowered Chrysanthemums On the wall of 
the room hangs the (wo-stanza poem “Ni Gan Shi Yan" 
left by his father In one corner of the room is a 
taperecorder. Neat to the taperecorder 1s a pile of cas 
setic tapes, the works of Tchaikovsky, Brahms, and 
Schubert. Guo Shuyan told this reporter that he works 15 
or 16 hours a day. He has cultivated the habit of working 
late into the night for many years. Every time that he 
walks into the room, he turns on the taperecorder and 
lets the music fill the room. He likes to play music and 
work to the music He likes classical music and sym- 
phonic music, and he likes light music even more 


Guo Shuyan walks each evening. He wears a pedometer 
Originally he planned to walk 10.000 paces every day. 
But this is very hard to accomplish. He likes to swim. He 
can swim 800 meters in still water. He likes even more to 
swim underwater on winds days When he cuts through 
the big waves. he feels good 


Guo Shuyan not only speaks Russian well, his English is 
not bad either 


Guo Shuyan’s Family 


When he talked about his family. a smile spread across 
Guo Shuvan’s face. He told this reporter that his wit>. 
Fan Xinwan [$400 2450 3834). is a native of Changsha, 
Hunan. This vear she is §2 vears old. She is a graduate of 
the Beying Acronautical Engineering Institute where she 
specialized in rocket propulsion. She was originally an 
engineer at Shenyang’s Xinguang Machinery Facto’, 
They were married in Shenyang in 1962. Afier Guo 
Shuyan was transferred to Bening, his wife was later 
transferred to the High Energy Research Institute to 
work in the mechanical aspect of research design. After 
Guo Shuyan was transferred to become governor of 
Hubei Province. his wife was transferred to the Science 
and Technology Daily agency and was responsible for 
that newspaper's southern distribution. She travels back 
and forth between Being and Wuhan 


Their oldest daughter is in college studying food ent⸗ 
neering and their younger daughter is now in a senor 
middie school affiliated with the Normal  niversity 
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Biodata on Yang Side 

Y/CM02424 Hong Kong KUANG CHIAO CHING 
{WIDE ANGLE] in Chinese No 220, 16 Jan 9! 

pp 64-66 


[Article by Chen Jui-ko (7115 3843 3784) “Yang Side 
To Continue To Play Important Role in the Upcoming 
Unification Talks Between the Nationalists and the 
Communists’ ] 


[Excerpts] [Passage omitted] Yang Side, by now 70 years 
old, will continue to play an important role as part of the 
team from Communist China that will work on the 
Taiwan problem. 


Yang Side was born in 1921, he is a native of Teng 
County in Shandong Province. In 1938 he joined the 
Eighth Route Army and also the Communist Party 
During the War of Resistance Against Japan, he was a 
guerrilla fighter in his native area, and was in charge of 
the political department of Eighth Route Army's 11 Sth 
brigade. He was head of the section for working among 
enemy workers—in charge of contacting personnel 
working for Japanese or puppet organizations and 
gaining their sympathy and support for the anti-Japanese 
activities of the Chinese communists 


After the victory in the war of resistance, the Chinese 
communists set up the Jiaodong War Zone in Shandong. 
with Xu Shiyou [6079 0013 0645] and Yuan Zhongxian 
[S913 O112 6343) as commander and deputy com- 
mander, and with Lin Hao [2651 3185] and Jin Ming 
[6855 2494) as political commissar and deputy political 
commussar. All this time, Yang Side served as head of the 
Liaison Section of the Jiaodong Military Zone. The 
official duties of the military's so-called liaison depart- 
ments were more or less the same as those of United 
Front departments 


Later, when the East China field army was organized. 
Yang Side transferred to the | 3th army group of the 
People’s Liberation Army [PLA]. He worked in the 
political department, first as deputy head of the haison 
department, and later as head. He also participated in 
the famous battle of Laiwu. The commander of the | 3th 
army group was Zhou Zhijian (0719 1807 1017] and the 
political commussar was Liao Haiguang [1675 3189 
0342). its designation was later changed to the 31st 
Corps 

On 6 November 1948, the Huaihai campaign started 
After the Kuomintang [KMT] army corps under Huang 
Botao [7806 0130 7290] was decimated. three-and-a-half 
KMT divisions belonging to the Third Pacification Dis- 
trict and under the command of He Jifeng [0149 1015 
3488] and Zhang Kexia [1728 0344 0204) surrendered 
The troops that surrendered were combined with Com- 
munist troops from the Jianghuai area to form the 34th 
army corps, with He Jifeng in command and Zhao 
Qimin [6392 0796 3046] as political commissar. These 
troops formed part of the eighth division of the Third 
Field Army (commanded by Chen Shichu [7115 1102 
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3255], with Yuan Zhongaian as political commissar and 
Jiang Weiging [3068 3262 3237) as deputy political 
commissar and head of the political department). 
Because of his long experience in Unified Front work in 
the military, Yang Side was transferred to the 100th 
division of this army group to become the deputy polit- 
ical commuissar and head of the political department. 


On 19 April 1949, on the eve of the PLA’s forced 
crossing of the Chang Jiang, the British Royal Navy 
frigate “Amethyst™ steamed up the Chang Jiang from 
Shanghai toward Nanjing. When this British warship, in 
an insolent show of military prowess, sailed not far from 
Jingyin on one of China's internal waterways, it 
exchanged fire with a PLA detachment on the northern 
river bank, this led to the 100-day long “Amethyst 
incident,” which created quite an uproar. At that time, 
some of the troops occupying the northern river bank 
were from the Eighth Army Corps. Yang Side’s superior 
officer, Yuan Zhongxian, political commissar of the 
Chinese communist’s Eighth Army Corps, conducted 
negotiations with the British in his capacity as com- 
mander-in-chief of the PLA’s frontline units. 


After the Chinese communists liberated Nanjing, Yang 
Side remained at the Nanjing Garrison Headquarters as 
the deputy chief of its political department. He was later 
transferred to the post of divisional political commissar 
of the public security detachment of the East China 
military region. He also served as political commiussar in 
an Air Force division. 


In 1964 Yang Side was promoted to the rank of major 
general and received the “Independence and Freedom” 
medal, third class, and the “Liberation” medal, second 
class. After that, he was transferred to Beijing to work in 
the PLA’s Central Political Department. Shortly after- 
wards. he was appointed deputy head of the liaison 
department in the PLA‘s Central Political Department 
(the department head was Xiao Hua [5618 $478)), at the 
same time hew was appointed director of the Guangzhou 
Liaison Administration. Later he was again transferred. 
this time to be head of the political department of the 
Fuzhou Military Region (the commander-in-chief was 
Han Xianchu [7281 0341 2806]). From that time on, 
Yang Side became gradually involved in the work of 
developing contacts with Taiwan 


At the end of the “Cultural Revolution,” Yang Side had 
already become head of the haison department of the 
Central Political Department, and when the Communist 
Party of China’s [CPC] Central Committee set up the 
Taiwan Affairs Office. he was appointed as director 


After the Third Plenary Session of the | 1th CPC Central 
Committee, a change occurred in the Taiwan-related 
work of the CPC. On New Year's Day in 1979, the 
standing committee of the National People's Congress 
issued a “letter to our compatriots on Taiwan,” pro- 
claiming the great political principle of the peaceful 
unification of the motherland. On 30 September 1981, 
Ye Jianying (0673 0494 5391) issued the famous “nine 
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conditions of Ye.” proposing talks between the KMT 
and the CPC on an equal basis, to accomplish the great 
undertaking of reunification, On 26 June 1983, Deng 
Niaoping put forward the six-point plan, which would 
allow Taiwan to maintain a system different from that 
on the mainland after the intended reunification of 
China. In February 1984, Deng Xiaoping again summa- 
rized these ideas in the phrase “one country, two sys- 
tems." 


Following these proposals, the CPC showed many 
changes in all aspects of their relations with Taiwan, 
which had the effect of gradually relaxing the general 
atmosphere along the Taiwan Strait. Since the autumn of 
1987, following the lifting of martial law on Taiwan, 
exchanges between the two sides have increased daily. 


Adopting the “great political principle” in all Taiwan- 
related work of the CPC has been a decision made at the 
highest policy-making level in the CPC. However, to 
concretely enforce it, the work would inevitably have to 
be in the hands of the small working team on Taiwan 
affairs set up in the Central Committee. During the 
1980's, outsiders have had little concrete, inside infor- 
mation on tie Tamwan-related work of the CPC. How- 
ever. some overseas Chinese with Taiwan connections 
would occasionally mention Yang Side’s name in their 
conversations after returning from visits to Beiing. In 
addition to being dispatched to Hong Kong to partici- 
pate in airline negotiations in May 1986, Yang Side 
appeared as an important member of the entourage 
accompanying Yang Shangkun (who held the important 
post of head of the CPC leading group for Taiwan 
affairs) when he visited the United States in May 1987. 
This clearly indicates the substantial position Yang Side 
occupies in al! of the CPC's Taiwan-related work. 


In 1988. to facilitate Yang Side’s open participation in 
activities for contacting Taiwan personalities, he became 
a member of the Chinese People’s Political Consultative 
Conference and a standing member of the Seventh 
Consultative Conference. [passage omitted] 


L aconventional Analysis of Worsening Social 
Order 


VIC MO3754 Taiper TZULI WANPAO in Chinese 
Y Mar vi pl? 


[Article by Professor Liu Hsing-: (0491 1630 $030): “The 
Puzzie of Public Security’’] 


(Text) In April 1990, President Li, using social order as 
one reason, nominated President of the Executive Yuan 
Hao Po-ts'un and reorganized the cabinet. It was praised 
as a strong “social order cabinet.” Under the precept of 
“strictly adhering to the law during troubled times,” 
force was actively used to combat crime and even a large 
force of military police was employed. Indeed. during the 
past year, there were several major social order issues, 
for example. when civil authority was imposed on gov- 
ernment employees legally carrying out their duties, and 
more and more brutal and coercive legal proceedings 
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were carried oul. As the money game expands, the great 
disparity between rich and poor increases. This results in 
those who are without money but who are responsible for 
a large number of people to turn to crime. In addition, 
from small-scale activity, crime is beginning to become 
an organized “enterprise” with a precise division of 
labor and planned, “smart” operations, thereby 
increasing the difficulty of solving them. Furthermore, 
the problem of youth crime is becoming more serious. 
Violent crime in the schools is on the increase. Drugs, 
narcotics, and amphetamines are spreading unchecked 
This 1s all cause for anxiety. Aside from this, after the 
lifting of martial law, seaports have become social order 
blind spots where criminals sneak out of the country. 
secretly smuggle in illegal guns, and bring mainlanders 
into the country. The increase in the spread of g 15 18 a 
threat to public security. Mainianders and foreign 
laborers who have sneaked into the country as well as 
fugitive soldiers carrying weapons are seriously affecting 
social order 


The administrators say that. to effectively check crime, it 
iS Necessary to mete Out severe punishment. However, 
there are a considerable number of factors affecting 
social order. In addition to culture, religion, and 
morality, other factors such as political environment, 
economic background, gap between rich and poor 
changes in social structure. fairness of legal proceedings. 
education, and values are all decisive and cannot be 
overlooked. If these basic issues are not resolved or are 
only settled by “force.” then we will have a temporary 
cure not a fundamental one. We could even have social 
regression. The following are some views and suggestions 
from several standpoints on government (executive. leg- 
islative, and judicial) concepts and measures (heavy 
penalties, capital punishment). social activity and social 
order. police administration issues. the role of soldiers, 
and the misuse of reduced penalties 


I. The law, severe punishment, and social order. 


Once the issues of crime and social order are mentioned, 
administrators immediately direct the discussion to 
“controlling our troubled times by strictly applying the 
law.’ Over and over, they propose drawing up special 
penal codes or public security laws to stiffen punish- 
ments. thereby to settle the problem of social order. It 
would seem that as soon as we had the legislation, the 
problem would be settled. But social order still would not 
be good. mainly because lawbreakers still would not 
understand the rule by law and know how to be law 
abiding. However. we know that. by using prohibitions 
and penalties to gloss over its incompetence. the govern- 
ment in power must bear most of the responsibility for 
social order problems. In democratic countries this con- 
stitutes reason for being driven out of office. In nondem- 
ocratic Countries, it 1s otherwise. They still can exploit 
and manipulate instruments of the state and draw on the 
support of the military. police. and intelligence and 
security agencies to sustain their ruling position 
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In fact, the main reason social order 1s bad 1s not because 
there are loopholes in the law or its provisions are 
imperfect. The provisions of the current law can be 
described as “numerous as the hairs on a cow,” It is not 
only characterized by profusion but b- chaos. For 
example, standard criminal law contains a penal code, a 
code for land, sea, and air, regulations covering the 
control of firearms, ammunition, knives, and weapons, 
and regulations covering the subjugation and punish- 
ment of bandits. Laws covering ordinary social order 
include regulations on investigation and elimination of 
hoodlums, penalties for violating police regulations, and 
regulations on rallies and demonstrations, Peace preser- 
vation measures include disciplinary law on juvenile 
incidents and public security and disciplinary regula- 
tions covering larceny. Other laws include the state 
secur.:y law and the law protecting those starting over. 


A. Limited deterrence of severe punishment. 


Legislative and judicial organs are also imbued with the 
severe punishment approach. However, severe punish- 
ment in itself is not a correct concept. Imposition of 
criminal sanctions, whether done legislatively or judi- 
cially, must correspond to the principle of related suit- 
ability. When legislative organs formulate criminal! laws, 
the provisions covering the degree of punishment must 
conform to a rational concept of what is just. The 
punishment must be suitable. The degree of punishment 
for aifferent crimes must conform to how serious they 
were. In other words, except where the appropriateness 
of the punishment has been specially designated for the 
crime, the punishment for differing crimes are to have a 
mutual suitability. For example, imposing a life sentence 
for infringing on property mghts and punishing larceny 
more severely than murder would not conform to the 
principle of related suitability 


The main reason for advocating severe punishment 1s to 
deter. However, if we look at past experience, we can see 
that deterrence through punishment has not generally 
been as effective as visualized. Various type of major 
crimes such as murder in the course of robbery, kidnap- 
ping (abducting people for ransom), and killings hostages 
(abducting people for ransom and killing them) certainly 
have not disappeared or declined because of the punish- 
ments meted out under the regulations covering robbers. 
bandits, and thieves. This actual experience clearly tells 
us that, if we think we can simply rely on harsh laws and 
severe punishment to achieve social order, we absolutely 
cannot do it. Even though the provisions of the laws are 
severe, their deterrence 1s still limited. The deterrence of 
punishment ts definitely not absolute. How strong it 1s 
must also take into account such things as economic, 
social, and political factors and value concepts. There 
are also people who think that there is nothing wrong 
with increasing the severity of punishment. This type of 
thinking is devoid of any sense of human rights and 
justice. The function of a penel code is not only to 
punish. It must also guarantee our rights. On the one 
hand, tt undoubtedly guarantees that an individual's 
human rights and civil rights are not infringed illegally 
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On the other hand, it guarantees that a criminal is not 
punished excessively or illegally so that he is punished 
appropriately 


B. Suppression of crime and efficiency of law 
enforcement, 


Furthermore, our attitude toward suppression of crime 
is Not entirely correct. Punishment, admittedly, fine- 
tions as retribution and deterrence. Because of this, it 
does have the effect of constraining c ime. In addition, 
we should not overlook the educational function of 
punishment. Laying particular emphasis on suppressing 
crime really is not a correct means, and in view of an 
imperfect penal code, prevention and elimination of 
crime definitely does not rely on what punishment is 
able to achieve 


With respect to the degree of punishment that our penal 
code allows, we belong to those countries that impose 
harsh punishments and penalties. The fundamental 
reason our social order is bad is not because our punish- 
ments are not strict. It is in the effectiveness of its 
implementation. If the rate at wich we solve cases 1s 
high, even if the punishments are moderate, crime 1s not 
likely to be profitable. When criminal activities such as 
robbery. burglary, kidnapping, and extortion are 
“unprofitable” and “the loss outweighs the gain,” there 
will be a comparable decline in the crime rate. On the 
other hand, with respect to deterrence, in addition to 
Statutory and proclaimed severity of punishment, the 
courts and the legislature both play equally important 
roles in its administration. Habitually using severe pun- 
ishment frequently causes administrators and the police 
to critically examine themselves less often or even not at 
all 


C. The death penalty and its effect. 


Between 1979 and 1990. a total of 156 persons were 
executed by being shot. In 1990, the Supreme Court 
condemned to death 87 persons, 19 more than in 1989. 
The majority were murder. robbery, and kidnapping 
cases. Almost all were under 40 years of age, and 
one-third were under 25. This is worth looking at 


There 1s no doubt that punishment does deter crime 
However, its deterrence 1s not absolute. There 1s a 
certain limit to deterrence. It does not work in all cases. 
In extreme situations. severe punishment can also have a 
reverse effect and run directly counter to its intended 
preventive effect. Take the most severe punishment, the 
death penalty. as an example. Fundamentally. 1 should 
have the strongest deterrent force. However. in a death 
penalty situation, the person who commits the crime 
knows that in the future when he is arrested he will 
undoubtedly have to die. As a result, he feels he might as 
well go on with what he has started and thus continues 
his criminal activity with even less misgiving. Because, 
cither way he dies. For taking a life. he owes a life. 
However, if he is in a situation where “the more he does, 
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the more he earns,’ he will be encouraged to continue to 
commit bigger crimes, and social order will become ever 
worse 


For example, the legislature and the judicial are being 
illogical where, in a hostage-taking situation, the cuiprit 
has to die even though he hay released the victim. The 
victim not only loses his freedom and property because 
of the kidnapping, he is at greater risk of being murdered 
because of death penalty provisions. The original intent 
was for the law to protect people's interests (for example, 
safeguarding their freedom and property with respect to 
kidnapping). Instead, the law made it even easier for 
people's greater interest (their lives) to be infringed. Thi. 
is not the kind of legislature and judicial ruling a wise 
person would adopt. 


Il. The link between social activity and social order. 


In a society which 1s gradually increasing people's rights, 
social activity of every type flourishes. it is impossible to 
avoid affecting the order of traffic and tranquillity. 
Long-time control and monupoly of the country’s 
resources by the ruling party and mishandling of execu- 
tive, legislative, and judicial rights of political dissidents 
and opposition purties have given rise to street activity 
for political demands. Military and police suppression. 
by using methods used against enemies, of rallies and 
demonstrations making political demands intensifies the 
conflict at these gatherings. 


Executive agencies are declaring that, since social order 
is bad and the econumy is in recession, we must 
strengthen the suppression of hoodlums to rectify social 
order. If, in the course of social activities, the public is 
incited to destroy things and engage in fights, this goes 
beyond the category of political activity and becomes 
criminal activity. However; it is certainly is not because 
of this that they necessarily become hoodlums. We also 
cannot, for the purposes of preventing chaos, treat those 
who often take part in social activity as hoodlums. 
Whether or not violence that occurs during social 
activity results im breaking the law is a question of 
another level. Those who take part in social activity and 
hoodiums are in two different categories. We cannot 
confuse them 


Treating those who take part in social activity as hood- 
lums to penalize them might make them even more 
radical. Blaming bad social order on social activity and 
those who take part in it is irresponsible. Those in power 
cannot blame their setbacks on those taking part in social 
activity or on political dissidents. And, even less, should 
they use social order as a excuse for suppressing social 
activity. The majority of the central government's 
budget for police administration was used for “quelling 
violence."’ The majority of the 9,000 persons who were 
signed up by the police administration for training and 
to augment the police force have been used at rallies and 
demonstrations. This kind of mistaken direction makes 
it difficult for the police to be genuinely used for social 
order. In addition to the individual conduct that occurs 
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with respect to the fights and destruction that take place 
during rallies and demonstrations in the process of 
political liberalization, what is important to seek out is 
the origin of the what has happened to determine 
whether the laws are fair, whether they have been 
wrongly or incorrectly implemented, and whether those 
in power have abused their authority, We cannot only 
consider the superficial aspects of the conflict and ignore 
its basic origins 


III. Police administration and police discipline. 
A. Police jurisdiction and discipline. 


In approving requests for rallies and demonstrations, the 
police can only consider questions of order and traffic. 
The police must not be allowed to interfere with the 
topical and ideological demands that the ralhes and 
demonstrations are making and use these as a basis for 
denying their permission. In effect, the police are respon- 
sible for maintaining order. not for passing judgement on 
opinions. If it 1s suspected that the purpose of a rally or 
demonstration is criminal, then that 1s the responsibility 
of prosecutors and judges to judge. When during the 
course of a demonstration, the police interfere with the 
demands being made. it 1s impossible to avoid physical 
clashes with the crowd. “Police violence” and “first 
restraint and later violence” mostly occur in this type of 
situation. 


Whenever opposition parties organize mass activities, 
the police dispatch maximum force “to maintain social 
order” and “to search for evidence.” This type of 
improper suppression of street activity 1s likely to create 
an uneven and inadequate distribution of the police 
force We must establish the idea that conflicts between 
the police and the people are not necessarily the fault of 
the people. Even though there might be violence or 
threat of violence that jeopardizes public affairs. it can 
also be because of the misconduct and abuse of authority 
by government employees 


Police discipline and social order are very closely related. 
When the most wanted armed criminal Huang Hung-yu 
[7806 7703 1384) was arrested, 150,000 new Taiwan 
dollars were lost at the scene After the arrest, a whole 
catalogue of things disappeared, and although the gold 
watches were later retrieved, police involvement in this 
major crime situation seriously exposed the ruinous state 
of their discipline. In addition, in solving cases, police 
need the help of informers. most of whom have under- 
world connections. These triangular ties with the under- 
world. the demimonde. and respectable society also 
constitute one of main factors affecting social order 


B. Basic-level police who die in the line of duty. 


The approach of those in high position favoring severe 
punishment and suppression would require greater 
increases in the duties of basic-level police personnel 
than they have the capacity to handle (for example, night 
work) and, at the same time. would put them at greater 
risk to life and limb. According to statistics from the 
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Office of Pohee Administration, from January to 
November 1990. 40 persons died in the line of duty and 
4\7 were injured, Of these, sia were killed in the line of 
duty after beung assaulted and 170 were injured These 
slatiatics are proof enough in themselves Latremely 
harsh punishment offen gives the criminal to understand 
that, if he is caught, he will die or never again see the 
light of day. This causes him to be even more violent 
This is especially true when he is confronted with arrest 
by the police. There is a “necessity” to esther kill and oF 
wound the police to avoid being arrested. It is these 
considerations of the criminal that offen le concealed 
which account for the sacrifice of basic-level police 
What is even worse is a group of desperate criminals 
forming themselves into a gang, which then becomes 
confident that the police are absolutely no match for 
them since the gang's only way to “save themselves and 
to remain alive” is to drive the police away or to kill 
them 


IV. The role of the military, 


A. The roles of the military and the police are blurred. 


Every country, to protect itself against armed attack 
from the outside, must form an armed force to protect its 
own group Domestically. it also has to have those who 
maintain order The two each have different missions 
Looking at 1t from a professional division of labor, we 
see that the military is responsible for doing battle 
externally When there is an armed attack from the 
outside, the military must take up arms and resist it’ The 
internal order of the state is the responsibility of the 
police. The military and the police have relatively clear 
lines of demarcation Maintaining social order is in the 
category of police administration under internal affairs 
The military cannot exceed its function and meddle in 
internal affairs. For this reason. the supreme organiza- 
tion with respect to social order must be the Office of 
Police Administration of the Interior Ministry 


Furthermore. in modern society. the more knowledgc 
progresses, the finer are the specialized distinctions This 
gives rise to wide gaps separating the professions Con- 
sequently. people knowledgeable and talented in the 
military profession are often quite lacking in other arcas 
of knowledge. even to the point of absolute ignorance 
Conversely. the situation with respect to nonmilitary 
persons 1s the same One of the reasons that social order 
is bad is that those from outside the profession are 
leading those within the profession 


The police force and how well it does are reasons 
affecting the quality of social order For a long time. the 
military has been guiding the police. with the result that 
police administration, personnel, training. and cquip- 
ment (not including the mot suppression teams) are not 
good. Up to now, because the police force has been 
inadequate for maintaining social order. the military has 
been brought in to take part in the work of social order 
This will have the effect of weakening the police function 
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even more and affect the organizational and promo 
tional pipelines The issue of which units are responsible 
for social order should be dealt with through long-term 
planning to perflect police administration and the police 
foree. One possibility for imereasing the police force 
without aflecting national defense requirements would 
be to consider amending the military draft law and laws 
of police administration whereby, under specially dese 
nated conditions, the military draft could be used for the 
police 


W. The limite of military assistance to the police, 


For some time now, the military has dominated the show 
when they were only supposed to be spectators. Ii has 
controlled the police in its handling of social order 
problems—an odd situation. Moving in the military to 
assist should be for emergencies and for exceptional 
situations Only when domestic order is wo chaoti the 
police cannot cope with it, can they request military 
units for assistance, and the request must be at the 
initiative of the police. The assisting military units must 
obey the orders issued by the police. They must not turn 
things around and give orders to the police Afier the 
assisting units have completed the task they were sent to 
help with, they are immediately to return to their parent 
organization 


In addition, when the police pay the assisting units for 
their operational eapenses. they have to keep within 
their t. This puts the brakes on the police and 
avoids indiscriminate requests for assisiance When the 
military has a legitimate excuse. it can refuse a police 
request. Al present. the situation is upside down The 
police are being controlled by the military By means of 
an illegal system. the military has ceased performing its 
external function and has, little by little, gone into 
civilian organizations This seriously threatens the coun- 
trys rule by law If we want to become a modern country 
ruled by law. some of the preconditions are that the 
military return to its barracks and not engage in various 
‘sideline occupations.” that its profession of bearing 
arms be used to safeguard the country in resisting foreign 
armed aggression. and that police work be left to profes. 
sional policemen 


\ The administrators’ misuse of reduced penalties 


Following the formation of the Hao cabinet. particular 
emphasis was given to settling the problems of social 
order Social order does not appear to have improved 
Nevertheless. the 80th anniversary celebrations were 
used as the reason for reducing penalties throughout the 
country This was rather inappropriate We do not think 
that any one would refuse to give someone who has 
committed a crime a chance to turn over a new teal 
However, because of the role that an individual plays in 
society. there are different ways of handling 1 Those in 
power must consider the authority of their office and the 
effect 1 has on society as a whole. They should first 
consider the state institutions For example. judicial 
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Methods should be improved by having suspended sen: 
tences, conditional release, and disciplinary action that 
ensures social order, Only when it is impossible to rely 
on judicial channels to achieve justice, should we make 
af exception and rely of executive authority of legisla 
tive authority to remedy the errors of the court and 
errors in the former primary laws 


In addition, penalty reductions should also abide by 
objective standards of fairness. They should not be 
* because of a legisiator's arbitrary selection This 
could, for example, create a situation where the penalty 
for serious crime such as murder would be reduced and 
Penalties for minor crimes would not be reduced. with a 
subsequent loss of fairness. If we were to do this, it would 
be tantamount to e-r- er to COMMIT serIOUS 
crime. With luck, they could get off with a reduced 
penalty. while those commit minor crimes would 
feel they were lefi out, This is not because of any 
“goodness” on the part of the legislators . ut rather the 
good intent of the orginally excellent laws to reduce 
penalties being annihilated by an unscrupulous legisla 
ture In addition, given the large number of criminals 
leaving prison because of reduced penalties and the 
many problems prison administration sll have. it can 
be eapected that a number of the still unrehabilitated 
and unpunished people leaving prison will in the future 
have a negative effect on public security 


V1. Conclusion, 

Good social order 1s what common citizens desire How 
they are to effect it depends on the different roles that 
they, as individuals in society, play (for example. as 
members of the public. the police. and policy makers) 
and on their tasks and responsibilities The higher a 
policy maker's position, the broader his area of concern 
Except for cromimals taking part in armed assaults. we 
must draw up a long-term program that ects at the root of 
the problem It should include educational. economic. 
and social aspects. If a policy maker 1s going to exchange 
the blood of the basic-level police to obtain good social 
order. we can say that he does not deserve to be a policy 
maker 


Because laws are not perfect. social stability and order do 
not. for the most part. really depend on the penal code 
and laws governing order The reasons for crime and 
deteriorating social order are not simple We must for- 
mulate a legislative policy which takes into consider: 
ation the root causes of crime and deteriorating social 
order and which also controls the executive organs The 
root causes are many. including. for example. political 
environment. political responsibility. economic back- 
ground, gap between nich and poor. changes in the social 
structure. judicial performance (for instance how the 
police are equipped. their duty hours. the rate at which 
they solve cases. and their trang). education. valuc 
concepts. culture, and morality They also include not 
misusing the police force to suppress political opposition 
movements and social movements to avoid using force 
to cope with genuine criminal activity In addition. using 
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ihe military to lead the police in maintaining social order 
desiroys the functional distinction between the military 
and the police and creates a situation where the nonpro: 
—— is directing the professional This also must be 
— 


Indoctrination of ihnacentriem Denounced 


VIC MOITSH Taiper TZULI WANPAO in Chinese 
1] Mar ¥i pl? 


[Article by Liu Fang (0491 2455), national middle school 
esor “As People of Integrity, Taiwanese Should 
efuse To Watch the Excesses of the TV Series Love} 


| Text] Durtiog the past two months, Mua-shih Television. 
which is controlled mainly by the military. has been 
sees a dramatic series about mainianders and 

aiwanese, entitled Lov. Hua-shih Television has not 
only declared that the series is in first place among 
viewers, it has also boasted that it has made a favorable 
impression on them. | have never watched TV serials 
Because you do not need to watch to know that they have 
low standards They are only suitable for the intellect of 
those under 15, not to mention the implications of the 
brainwashing techniques that permeate this political 
film During winter vacation, | returned to my native 
village and, making an exception. watched it occasion: 
ally with my relatives Aside from the strong impression 
that it was devoid of content and that its preachings were 
extremely dense. | could not help but be filled with rage 


Outwardly, the play seems to be quite realistic There are 
Taiwan buildings from the forties and fifties. wooden 

tes. hoodlums. open markets. and clashes between 

aiwanese and mainilanders. love affairs. and even har- 
monious integrated marriages However. its substance is 
imbued with chauvinism It emphasizes the super: 
ority of mainlanders and. as the plot unfolds. blurs a 
number of factual situations regarding the Taiwanese 
and even makes them feel inadequate Throughout the 
plot. every law-abiding and just person. every reasonable 
person. and every cultivated person seems to be played 
b) a mainlander and the hoodlums. petty thieves. snobs. 
money grubbers. and vacillators seem to be Taiwanese 
For those who do not know the Taiwanese. it gives a falec 
impression It makes people think that the mainlanders 
came to instruct the Taiwanese in their lofty culture 
Consequently. except for a couple of model marriages 
between Taiwanese and mainianders. if its intention 1s to 
spread “love” and “concern” for society, it 6 a gross 
deception 


What we resent is that this play glosses over too many 
historical facts The real culture of disobedience to the 
law and bribery was actually brought by the Kuomintang 
[KMT] regime. the conqueror whose method 11 was to 
bully and oppress the Taiwanese Although we bitterly 
detested the brutal colonial rule of the Japanese. we 
cannot deny that. under Japan's perfected system of civil 
service. obedience to the law and administrative effi- 


crency made the Japanese incomparable to the KMT's 
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corrupt and feudal regime Even though it was the rule of 
a difle.ent face, Taiwanese of the older generation 
believed in the fairness of the Japanese courts How 
Matty today believe in the judicial system manipulated 
by the AMT” The play Love pretties the “mainianders” 
loo much The total number of Taiwanese cruelly injured 
of killed during Japan's brutal colonial rule of almost 5| 
years does Hot come close to the number of those killed 
of injured during the single incident created by the AMT 
on 28 February Are Taiwanese really all so rude, unrea 
sonable, vacillating. selfish, shortsighted, and uncouth as 
presented in the play’ We would like to ask were did 
the outstanding Taiwanese heroes who wore nurtured 
during the Japanese occupation all po Wasi not during 

28 February imcident that they were cruelly mur 
dered by their rulers, coldbloodedly. indi riminately, 
and systematically slaughtered” How tragic and miser- 
able it has been for the Taiwanese! Fven today most of 
them still do not know that, during the initial period of 
the restoration, ther cultural, scientific and technical, 
and economic levels already greatly exceeded those of 
the mainland Manipulated by false propaganda and 
feeling inadequate. the Taiwanese felt they “should be 
grateful to the benevolent rule of the KMT for every: 


thing © 


As people of integrity and honor, we Taiwanese reject 
the deceptive methods used in Love What we advocate 
isa “greater love” that identifies with this piece of land 
and shows concern for the opportunity our native soul 
has offered, not a “false love” that is imbued with 
political . One that deviates from a great 
many historical facts. consists of a concerned policy to 
deceive people, and hints at the superiority of the 
mainlanders What do a few integrated marriages 
between Taiwanese and mainianders have to do with 
“love” With resentment, | lodge a stern protest to the 
insensitive feudal rulers and to government television 
Stop defaming and deceiving the Taiwanese people’ 


Constitutional Reform Reaches Stalemate 


vic W084 Tape: TZULI WANPAO in Chinew 
heh Vip tT? 


[Article by Professor Li Mung-hei (2621 770) 4406) 
“The Stalemate of Constitutional Reform’) 


| Text] Since the senior representatives of the National 
Assembly staged “the Legend of Mountain” in the spring 
of 1990, the constitutional crisis which had formed in 
Taiwan in recent years and the strong voices demanding 
constitutional reform have forced the government and 
the ruling party to respond in a passive and reluctant 
manner Obviously the fundamental cause of such a huge 
storm hes. on the one hand, in the ideological valuc and 
system structure of the Constitution of the Republic of 
China itself which is incoherent and complicated and 
which only reflects the plain results of consultation of 
political forces of unrelated parties in the past. It com. 
pletely ignores the fact that a constitution should be 
formulated in accordance with the reasoning principle of 
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ihe comparative study of constitutions to Make i an 
organic system easy to operate Asa result, the constitu: 
Hon itself is full of sell-contradicting and confusing 
loopholes in theory and system and leaves great room for 
power struggle On the other hand, the constitution of 
the Republic of China is over 40 years old, and time has 
brought many changes and everything is diflerent now 
The constitution however is sill oriented to the vast land 
and population in mainland China, which ts as diflerent 
as heaven and earth to the current environment of 
constitutional implementation in Taiwan It also does 
hot meet the demand of most people for large-scale 
constitutional reform and a complete turnover of the 
fational assembly Therefore, constitutional reform 
should concentrate on this, suit the remedy to the cave. 
and carry out effective. extensive reform 


\ nfortunately. judged from its performance in constitu: 
tional reform in the past year. we really cannot see the 
sincerity of the ruling ry of the government Instead. 
we can casily find incidents where it only tres to protect 
the current system to maintain vested political and 
economic powers, and that it hesitates to carry out many 
constitutional reforms or tres to muddle through and 
put everything off Due to limited space. this article will 
discuss the main Naws and problems of this matter 


| The Chowe of Constitutional Amendment and For- 
mulation 


Due to the complesity of its structure, the Constitution 
of the Republic of China cannot be easily implemented 
The time and space in which this constitution was 
formulated are so much different from the environment 
in which Taiwan pursues a democratic constitutional 
government as was mentioned above Therefore. relying 
on the limited method of “constitutional change” of 

“constitutional amendment” may not be able to fully 
satisfy the needs of today's constitutional reform 
“Amending constitution” and “formulating constitu: 
tion” both have advantages and disadvantages So nor- 
mally the government and the ruling party should con 
sult the government and the public to solicit opinions 
from all sides on the question of which is betier— 
“amending or formulating constitution ~ They should 
also consult domestic and foreign scholars and cxaperts 
specializing in the field of constitution and make a 
decision only after obtaining an objective appraisal But 
the ruling party went ahead with the amendment of 
constitution without carrying out thorough discussions. 
which was indeed rather rash 


2 The Flaws of One Party Amending the Constitution 


Both “constitutional amendment” and ‘constitutional 
formulating’ concern the change or reform of the basic 
law of the state Oniginally all political parties. both the 
ruling party and the opposition. should first carry out 
political consultations to reach a “common understand- 
ing” and use it as the basic principle and framework for 
the “amendment” or the “drafting” of the constitution 
In 1946 before the current constitution was formulated. 
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the ruling of the government alfeady knew that 
they showle ha hold a political consultation conference of 
all political parties, ruling and opposition, and promi: 
nent personages of society to work together on the 
principles for the formulation of constitution and then 
used it as a basis for the formulation and promulgation 
of the current constitution, However in the current 
constitutional reform, the ruling party formed on its own 
a constitutional reform planning group in the KMT 
Central Committee and designated a room and worked 
out schemes to carry out the work of “amending the 
constitution” by one party As a result, either because 
many members of this are high- ay —~ F and 
government bureaucrats — only to 
party of protect their own personal interests of > 
very few members are specialized in constitution and are 
not familiar with the theory and system of constitutional 
study. the constitutional reform opinions the group 
brought up in the past several months have failed to 
about substantial in long-standing abuses 
viate the constitut crisis and open up oppor: 
tunities for a democratic constitutional government 
They have st ) insisted On preserving the outmoded 
and outworn or i up “theories” and “systems” of 
constitutional reform that are shocking even to the 
academic circle of constitution, causing much skepticism 
in the debate on constitution Some of their reform 
opinions overemphasize the interests of vested systems 
and are far different from the view adopted by the 
majority of the ruling and tion parties at the 
national affairs conference and the popular capec:- 
tation on the constitutional reform All this will have 
far-reaching influence on future constitutional reform 


3. The Debate Over the Subject of Constitutional 
Amendment 


Even if the ruling party of the government stubbornly 
adheres to its own opinions. it should abandon the 
absurd and dangerous practice of allowing incumbent 
senior national assemblymen to “amend the constitu- 
tion.” ' The mainstream of the ruling party prefers the 
so-called “two-phase constitutional amendment theory ~ 

but there seems to be no such precedent in the history of 
comparative constitutional study The stress of this 
theory 1s having the incumbent representatives of the 
first national assembly carry out the “first phase of 
constitutional amendment” which will abolish the pro- 
visional clauses and provide a “legal basis” for the 
government to hold the election of representatives of the 
second national assembly This theory of allowing 
incumbent national assemblymen to provide a ‘legal 
basis” for the election of people's representatives of next 
national assembly “resolution” (not according 
to the stipulations of constitution) is something 


beyond the comprehension of constitutional scholars 
The government has put off the election of the people's 
representatives of the second national assembly for 
many years. The reason is that according to the No. 3! 
interpretation of the Supreme Court Justices Mecting 
and the Sixth stipulation of the “provisional clauses.” 
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senior people's representatives of the Central National 
Awembly are allowed to continue exercising their func: 
lions without reelection, However since the No 26 
interpretation of the Supreme Court Justices Meeting 
has changed and overthrown the No 41 interpretation 
and that the period of mobilization and unrest” will be 
terminated in May, thus nullifying the ‘provisional 
clauses.” the reason for posiponing the eee © 
representatives of the Second National Assembi 
longer exists and the election should be held naturally > 
accordance with the 26th and 28th stipulations of the 
constitution. There is no need to provide any “legal 
basis How could the senior representatives of the First 
National Assembly, who are not qualified to represent 
anybody to begin with, create a “legal basis” that is 
higher than the constitution” What a preposterous idea! 
Besides, the mainsiroam of the ruling party thinks that as 
long as the senior representatives of the First National 
Awembly finish the “first phase of constitutional 
amendment.” they would voluntarily turn the power to 
“amend the constitution” over to the newly elected 
representatives of the Second National Assembly and 
down on their own. To think so they are indeed 
chi optimists who have seriously underestimated 
the ability of senior national assemblymen to pul up a 
desperate struggle. resist giving up. cause trouble. and 
Play political tricks How dangerous such an underesti- 
mate would be! However, the proposition of the non- 
mainstream of the ruling party on the “theory of one- 
phase constitutional amendment” that allows the 
incumbent representatives of the First National 
Assembly to finish the work of “constitutional amend- 
ment” is even more absurd This theory even ignores the 
sanctity of a democratic constitutional ment and 
openly states that | future 





the constitution” may hinder the . 
tional amendment” because the tic Progress 
Party and representatives similar views may 
— 0 tied It holds that p> 8 ed 
the process of “constitutional amendment” 

out by the incumbent representatives who the 


carned 
het that the This theory is almost “ignorant” of the 
— 


if it were 


hat the current constitutional crisis is mainly 
by those senior representatives of the Central 
Natrona Asses whe hold down the ob thou one 
work and stubbornly refuse to step down It 
cap naam Ge calinn ——, — 
representatives to “amend the constitution ~ This really 
is a serious contempt for the political conscience of the 
public Because of this, the ruling party of the govern- 
ment should abandon any attempt and thought of 
allowing senior representatives to “amend the constitu. 
tion.” 


4 The Basic Principle of Respecting Constitutional 
Government 


The constitution is the law of nchest political color, but 
itisa “law” which is complctely different from “political 
guidelines.” Because it 1s the basic and parent law of 
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“law,” it deserves to be called the law of all laws 
Therefore. the essence of law—equality. justice, reason, 
and juriprudence—-must remain the essence and main 
intension of the “constitution Although the content of 
“constitutional amendment” should conform to current 
political needs, it Cannot violate the essence of constitu: 
tion of drift too far away from the reason of constitu: 
tionaliem and the basic structure commonly accepted by 
ihe international circle of comparative constitutional 
study However, the “results” of discussions carried out 
by the constitutional reform planning group of the cen- 
tral committee of the ruling party in recent months show 
that this not only fails to realize that it has been 
planning behind a closed door and knows nothing about 
ithe outside reaction but also conspires to protect only the 
interests of the party and meet the desires and expecta: 
tions of the control and power core. In addition, because 
it seems to lack deep understanding of constitutionaliem 
it has “created and invented” many theories and sys 
tems Some of them have never been heard of in the 
circle of comparative constitutional study. some are the 
reincarnation of outdated legal systems which have long 
been abandoned by mankind, some connect one thi 
with another in an attempt to confuse the meaning a 
benefit from the confusion, and some are bad imitations 
which not only shocks constitutional scholars and makes 
them but also causes the general public to be 
skeptical and antagonistic For instance, there are the 
“theory of two-phase constitutional amendment.” ‘the 
appointed representation system.” “the compromising 
system of appointed and legal representation.” “articles 
for the amendment of the constitution of the ROC.” “the 
definition of countersign categories,” “allowing incum- 
bent national representatives to provide a 
‘legal basis’ for the election of people's representatives of 
the neat central national assembly,” “the system under 
which representatives who do not represent any specific 
district represent the mainland.” “the constitutional 
amendment culture of the provisional clauses,” “grafting 
the power and organ of the emergency system onto the 
normal system of constitution,” and “using the name of 
constitutional reform to turn a legal system from vio- 
lating the constitution to conforming to the constitution 
and law.” There are too many such instances to be 
mentioned one by one These unorthodox opinions of 
comparative constitutional study not only cannot help 
the constitutional reform but also can thoroughly under- 
mine the sanctity of the original great fundamental law 
of the constitution and bring about a grim future for the 
constitutional government 


§ The Issue of Constitutional Reform 


The government and ruling party hesitate to make a 
move and are dragging their feet on the urgent issucs of 
constitutional reform. The public and opposition parties 
are longing for the reform to solve many problems of 
constitutional crisis. For instance, questions such as 
preserving or abolishing the national assembly. presiden- 
tial election. readjusting. preserving. or abolishing the 
the personnel administration of the Examination and 
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Executive Yuan, preserving of abolishing the Supervi: 
sory Yuan, the representation of overseas Chinese and 
professions, the cabinet of presidental sysiem of future 
government system, how to define the relations among 
the president, the Auministrative Yuan, and the Logis: 
lative Yuan, the legalization of local autonomy, the 
future sovereignty and status of the state, how to define 
the relation between the two sides of the straits, open 
popular election of governors and mayors, the separation 
of party from government, the political issue of military 
involvement, judicial independence, representation of 
ho specific district have not been paid enough attention 
of discussed vigorously 


Constitutional reform is a key to the future prosperity 
and decline of the state and society But the government 
and ruling party seem to be only going through the 
motion, dragging their feet, and trying to maintain the 
status quo constitutional reform which appears to 
be quite serious seems to be running in place or has 
shown some signs of regression Compared to similar 
phenomena in various eastern European countries 
between 1986 and 1989. this really makes us worry 


U Contribution to Asian 
Paper raes Bigger to 


OW0205 174791 Taipei CNA in English 1454 OMT 
2 May 9! 


[Text] Taipei, May 2 (CNA)}—The following is the edi- 
torial of Thursday's EXPRESS NEWS, a daily news- 
paper published by the CENTRAL NEWS AGENCY 


Should the Republic of China [ROC] contribute more to 
the Asian Development Fund (ADF)—the soft-loan 
window of the Asian Development Bank [ADB] The 
answer is yes and no, according to Dr. Samuel C. Hsieh, 
Tasper's director at the ADB, who told his colleagues at 
the 24th annual meeting of the ADB Board of Governors 
in Vancouver last week that the Republic of China was 
“prepared to participate as appropriate” in the current 
round of the ADF's replenishment, the sixth in two 
decades 


Hsieh. however. did not commit a specific figure of 
Taiper's contribution. He said that a firm commitment 
could be made only after further consultations with the 
ADB management as well as the ROC legislature 


The bank was abuzz about Hsieh’s commiument. ADB 
President Kimimasa Tarumizu was encouraged by 
Taiper’s readiness to contribute) Other member coun- 
tries cxpressed the hope that the Republic of China 
would make a more generous donation than the US$2 
million it contributed eight years ago to the US$3.6 
billion fund 


But will Taipe: contribute more this time, now that it 
holds the largest foreign reserves in the world” If the 
vagueness of Hsich’s brief announcement 1s of any 
indication. the figure could hardly be significant. 
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Taipes can certainly afford to donate more It has not 
unly been in co-financing Prayects in a Humber 
of ADB countries bul also established a US$ | 
billion International Economic Cooperation Develop: 
ment Fund to assist less developed countries To be sure. 
it 1s HOt ich and mean, it is wealthy and generous 


if Taipe: makes only a token contribution to the ADF, i 
is possible that it wants to send @ message to the ADH 
that this country is still unhappy with the bank which has 
unilaterally the ROC"s official title in the 
bank For the year ina row, the ROC attended the 
annual —— the ADB Board of Governors bearing 
the name of “Taipei, China.” 


We can understand the reason behind Taiper's desire to 
capress its displeasure with the bank It deserves far 
better treatment and respect. Afier all, it 1s a founding 
member of sanding. We, however. do not agree 
that the ADF is the forum for capressing such displea- 
sure We deem it fit and proper for the Republic of China 
to make a meaningful donation this time 


Times have changed The Republic of China needs a 
higher visibility in the international arena, and a meager 


offer to the ADF would only tarnish the ROC image 
In addition, the ADF is a mean endeavor that 
deserves support The fact that the ic of China 


was once an underdeveloped country which has received 
foreign aid to achieve its current status, 1s an eloquent 
argument for donating more to the ADB. We believe it 
will be money well spent 


Asian Pacific Should Form Regional Body 


OW0I05 140391 Taipe: CNA in English 0805S GMT 
3 May 9! 


[Text] Taper, May 3 (CNA)—Asian Pacific countries 
should soon establish a new regional trade and economic 
cooperation organization in order to survive mounting 
competition from European and American 
trade blocs, the president of the Pacific Basin Economic 
Counci! (PBEC) said yesterday. 


(CF. Koo said, just prior to his departure for Mexico to 
attend the 24th PBEC annual conference. that regional 
economic cooperation 1s a future trend and the interna. 
tional balance of power will increasingly be determined 
by regional economic strength 


Koo said the European Community will become a un- 
fied market in 1992 and the United States 1s actively 
secking to form a similar American trade bloc If Asian 
Pacific countnes fail to catch up with this latest interna- 
tional trend and develop a suitable formula for regional 
economic cooperation formula, they may lose their 
world market niches 


Although Asian Pacific economies, with their very dif- 


be integrated into an EC -like common market in a shor 
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period of time, they can begin to coordinate their eco: 
nomi and financial policies with a view to enhancing 
regional competitiveness in the world market, the bua: 
hess tycoon said 


Koo pointed out that the United States and Canada must 
be included in the proposed Asian Pacific trade bloc An 
Avian Pacific economn ton group will not be 


sirong enough to realize its regional —_¢ —} if 
iis membership includes only Japan, th fn. 
Taiwan, New . Australia and Southeast Asian 


Asked whether the Republic of China [ROC] can join the 
Asan Pacific economic cooperation forum this year, 
Koo said the possibility is about 50 percent because 
mainland China has not given up its attempt to block 
ROCs role in the international arena. He urged APEC 
authorities not to “politicalize’ the membership 
He asserted that APEC will benefit if Taiwan. 

Kong and mainiand China are all admitted into 


the group 


CEPD Calls for More Investments in US. 


OW0405 111091 Taipei CNA in English O8S7 GMT 
4 May 9/ 


Teat] Taipes, May 4(CNA)}— The Council for Economic 

ning and Development (CEPD) has recommended 
that incentives be adopted to Ss mn 
America to cope with the eapected ton of a 
regional trade bloc there 


to 
between the United States and ico the 
formation of a US -Canada free trade zone. The two free 


The U.S. remains the ROCs 


though US -bound shipments have from a high 
of 40-odd percent to the current 25 percent of Taiwan's 


total exports 
The government should encourage local businesses to 
either invest or form joint ventures there, moves, CEPD 


CEPD also suggested signing bilateral and multilateral 
free trade agreements with other countnes 


Unemployment Rate Declines 
OW0805 102391 Taipei CNA in English 0846 GMT 
& May 9/ 


[Text] Taiper, May 8 (CNA)}— The Directorate General 
of Budget, Accounting. and Statistics (DGBAS) said a 
manpower resources survey showed that unemployment 
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during the first quarter had dropped to 115,00, down 
28.000 from the last quarter 


DGBAS attributed the phenomenon to a rebound 
economy and fewer peaple being laid off because of sta 
cul of business closure 


DOBAS said that the jobless rate was |.47 percent in the 
first quarter, a decrease of 0.41 and 0.1 percent from last 
quarter and the same period last year 


10-Vear Commerce Reform Program Planned 
OW 1005081791 Taipet Voiwe of bree China in English 
0200 GMT & May 9! 


[Text] The Economics Ministry will begin a 10-Vear 
commerce reform program. which. an ial said is to 
bring a significant impact on the local business sector 


— with the commerce automation project. the 
will gradually expand to cover finance. land. 
health and medicare. transportation, population admin: 
istration, tourism, and other fields The official said that, 
thanks to the program. a revolutionary impact on the 
circulation of commercial goods and trends of consump- 
tion are expected to take place in Taiwan The compre- 
hensive reform. the official predicted. will bring at least 
$100 billion worth of business opportunity for the local 
information industry He added that long term financial 
and tax measures will be adopted as tools to ensure its 
successful implementation Enforcement rules which 
will lay a solid foundation for the reform will be com- 
pleted before June. 199) 


Japanese Trade Mission Visits Taipei 
OW 0905083391 Taper CNA in Enelich 07487 OMT 
¥ Way 9/ 


[Text] Tamper. May 9 (CNA}—A large Japanese trade 
mission will arrive in Taipe: Sunday to explore ways to 
narrow the huge trade imbalance between the Republic 
of China [ROC] and Japan 


The mission. organized by Japan's powerful Federation 
of Economic Associations (Keidanren). 1s composed of 
the chief executives of more than 100 leading Japanese 
companies. including Maruben: Mitsubishi, Mitsur. Ito- 
chu. Sumitomo. Kanematsu-Gosho. and Kish 


The Keidanren delegation. headed by former Jetro 
[Japan External Trade Organization] President Shoich 
Akazawa., include Takao Akao. former Economic Plan- 
ning Agency Vice Minister Tohru Shinohara. a Ministry 
of International Trade and Industry section chief. and 
many other industrial and business leaders 


It 1s the highest-level Japanese trade mission to visit the 
Republic of China since Keidanren sent its Anzai mis- 
sion to Tape: in 1983 


JPRS-CAR-91-028 
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The ROC has organized a similar group, to be led by C 
F Koo, president of the Chinese National Association of 
Industry and Commerce, to meet the upeoming Ker 
danren delegation 


More than 400 Taiwan companies will join cight panel 
discussions on ways to promote trade and technological 
cooperation with thei Japanese counterparts on elec: 
tronics and electric ances, pollution control equip: 
ment, = goods and aquacultural products, chemicals, 
and the like 


The Japanese mission is expected to place orders and 
negotiate technical cooperation contracts with local bus 
nesses. The ROC will also discuss trade promotional 
programs with Japanese business leaders with a view to 
redressing the ROCs widening trade defict with Japan, 
which is expected to jump to 9 billion US. dollars this 
year, Vice Economic Affairs Minister P. K. Chiang said 


The ROC will present a list of technologies it would like 
Japan to transfer and will ask Japanese authorities to 
help Taiwan companies locate suitable joint-venture 
partners, Chiang said 


Taipe: will also ask Japan to help encou more 
Japanese industrial giants to invest in high-tech indus- 
tries here and to help promote tech | exchanges. 


Japan will also be asked to remove tariff and nontanfl 
trade barriers and to simplify customs clearance proce- 
dures to facilitate ROC exports to the highly discrim- 
nating Japanese market 


See? SED SD To Sp aa 


OW 1005 103491 Taiper CNA in English 0804 GMT 
10 May 9! 


[Text] Tapes. May 10 (CNA}— The Republic of China 
welcomes European countries to join in its multi. 
billion-dollar National Development Plan and 1s willing 
to help Europeans develop Asian markets. President Li 
Teng-hui said yesterday in his keynote speech at a dinner 
party hosted by the European Council of Commerce and 
Trade (ECCT) at Taiper’s five-star Grand Hotel 


“We hope Sino-European relations will enter a new stage 
through increased commercial exchanges and technolog- 
ical cooperation.” said President Li. a guest of honor at 
the party held to celebrate the Europe Day and presided 
over by ECCT Chairman Juergen John 


Li told some 450 attendants from both European and 
Chinese business communities that Europeans are wel- 
come to participate in the 300 bilhon-US dollar 
National Development Plan to undertake such projects 
as energy resources development. environmental protec- 
tron engineering. acrospace indusiry. high-speed railway 
systems, and nuclear power plants with a view to 
uplifting the Republic of China [ROC] into the ranks of 
advanced countries 








JPRS-CAR-91-028 
22 May 1991 


“We welcome European countries to lend technologies 
and eapertise in completing these infrastructure 
projects, the president said 


Li pointed out that the ROC Government has made 
relentless eflorts to promote economin liberalization and 
infernationalization, and to reduce reliance on the US 
market for exports This, coupled with the growing 
number of visits by high-ranking European officials to 
Tapes, has served to strengthen substantive ties between 
the Republic of China and Europe 


Twoeway trade between Taiwan and Europe has been 
growing at an annual fate of 10 percent in recent years 
and reached an all-time high of 21.8 billion US. dollars 
in 1990. Li reported 


The president continued that the ROC Government has 
never wavered if its commitment to promoting democ:- 
racy, and has completed the first stage of constitutional 
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reforms by terminating the 44-year ‘Period of Commu: 
nist Rebellion and approving amendments to the Con: 
siitution te clear the way for election of a properly 
represented new parhament. He assured that ROCs 
constitutional reforms will be completed neat year as 
wheduled 


Although the ROO and Europe are geographically seper- 
ated and culturally different, Li said he belheves commu: 
nication and cooperation will lay a solid foundation for 
fulure development of bilateral ties 


The president pledged that the ROC will play the role of 
bridge between Europe and Asia and help European 
countries develop Asian markets 


The ECCT, with over 250 members, was inaugurated in 
Taper in January 1988 to provide support for European 
businesses in Tamwan 











END OF 
FICHE 


DATE FILMED 
cA 

















IY 





a tsti‘(‘(‘(‘(‘C(S (SC; 





